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NOTES AND EXPLANATION OF SYMBOLS 
The following symbols have been used throughout this Survey: 


Three dots “ .) in the tables indicate that data are not available or are not separately . 
reported. 


A dash (—) indicates that the amount is nil or negligible. 


A minus sign (—) before a figure in a table indicates a deficit or decrease, unless 
otherwise indicated. 


A plus sign (+) indicates an increase. 

A full stop (.) is used to indicate decimals. 

A slash (/) indicates a crop year or fiscal year, e.g. 1969/1970. 

Use of a hyphen (—) between dates representing years, e.g., 1960-1970, normally 
signifies an annual average for the calendar years involved, including the 
beginning and the end years; growth rates refer to the cumulative annual rates 


for the whole period, including the beginning and the end years. 


References to ‘‘tons” indicates metric tons, and to “‘dollars’”’ United States dollars, 
unless otherwise stated. 


Figures and percentages in tables do not necessarily add up to the totals, because of 
rounding. 
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LATIN AMERICA AND THE WORLD ECONOMY: 
PROSPECTS AND TRENDS 
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INTRODUCTION 


There is general agreement that the 1970s 
Il bring very appreciable changes in the 
aracteristics and trends of the world eco- 
my, compared with the 1960s. The monetary 
d financial crisis of 1971, which occurred 
‘er a number of warning signs and disrup- 
ms, has been seen as an outward sign of all 
e changes that have been brewing within the 
rid economy and as a first step in the re- 
justment of institutions and procedures to 
al with new circumstances. 
The profound changes that have taken place 
the world economy since the Second World 
ar are clear for all to see. Power structures 
ve radically altered, and the organizations 
d systems involved in world trade and 
ance, which were devised to suit the require- 
ents of other times, have over the years proved 
be incapable of being adapted to or made 
mpatible with changing circumstances. This 
hardly surprising if it is borne in mind, for 
ample, that two large groups of countries 
ntaining the overwhelming majority of the 
orid’s population—namely, the developing 
d the socialist countries—had virtually no 
rt in the establishment and operation of the 
stem that came into being at Bretton Woods. 
Furthermore, the International Development 
rategy for the Second United Nations 
evelopment Decade and the third session of 
= United Nations Conference on Trade and 
velopment have turned the spotlight on the 
irations and problems of the developing 
ntries and make it necessary to determine 
ctly where the developing world stands and 
at its major tasks and options are. 
Small wonder, then, that the old order is in 
sis and the time is one of transition—a time 
charged with doubt and_ uncertainty 
arding the course of events and the shape of 
changes that are required or are in progress. 
order to be able to deal with this situation, 
is essential to start on the basis of the pro- 
nd and irreversible changes which have 
en place and it would therefore be erroneous 
d self-defeating to imagine that through 


some minor adjustments in a number of opera- 
tional aspects the post-war institutional struc- 
ture could be made functional again. What is 
needed is to look forward rather than back: 
forward to the establishment of a new system 
of relations that is in keeping with the changes 
required and above all one that will offer 
brighter and more generous prospects to the 
broad masses of the deprived world. 

This first part of the Economic Survey will 
consider some of the prospects and the un- 
known quantities of the world economy in the 
1970s and endeavour to describe the nature of 
the changes and trends of the past two decades 
as they relate to Latin America. Chapter I will 
review some salient features of past trends and 
examine the characteristics of the present 
situation. With regard to the latter, it will 
consider the impact of the economic growth of 
the developed countries on the countries of the 
periphery and the main determinants of this 
growth, and then offer some alternatives for 
the Latin American countries in the light of the 
trend towards horizontal and vertical integra- 
tion in the industrial countries and the region’s 
exports, bargaining power and financial rela- 
tions. Chapter II will review the major changes 
that have occurred in the world economic sys- 
tem over the past two decades. A number of 
different standpoints and bases for comparison 
have been used in the analysis. Account has 
been taken of the over-all evolution of the world 
economic system and its structural changes, 
and an effort has been made to break the system 
down into its component parts in order to 
distinguish the major features of the two groups 
of countries—developed and developing— 
which make it up and to identify some of the 
basic relationships between them. The analysis 
covers, inter alia, the rapid growth of the world 
economy; the trend towards the concentration 
of growth in a few centres; internal differentia- 
tion in both the developed world and the 
developing world; the growing importance of 
the socialist countries; and the relative margin- 
alization of the developing countries. 
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I. THE 1970s—PROSPECTS AND UNKNOWN QUANTITIES 


1. SOME SALIENT FEATURES OF PAST TRENDS 
One of the most striking features of the 
evelopments of the past twenty years has been 
1¢ contradiction between world economic 
xpansion that is unparalleled in history and 
1€ aggravation of problems that affect the 
eoples of the Third World so painfully and 
decifically. 

While the developed sectors of the com- 
unity of nations have admittedly lived 
ough adverse circumstances that have even 
d to some questioning of their achievements 
nd values, it is none the less true that there is 
world of difference between the anxieties and 
onflicts arising, for example, from disruptions 
1 an affluent society and those that have their 
rigin in situations of abysmal poverty and 
efencelessness. No one can deny that concern 
bout the quality of life, legitimate though it 
1ay be, is different from concern about the 
ore vital, simple and direct problem of 
rvival. 

This is not to deny, of course, the acknow- 
dged fact that the developing world too has 
ared in the rapid growth of the world 
conomy, but this apparently favourable 
ctor loses much of its significance when 
ount is taken of a number of adverse 
pects. 

One such aspect is that the level of income in 
e developing countries is so low in absolute 
rms that much higher and more sustained 
tes of growth would be necessary over a 
ng period in order for average per capita 
comes to rise above a modest level which, 
ough little better than a “poverty line’, 
ould nevertheless cover the most vital needs 
the population and give it a chance to gain 
cess to the benefits of a modern society. _ 
But this is not the whole story. Average 1n- 
me in Latin America is appreciably higher 
an that of the countries of the periphery as a 
hole, but the over-all figures mask the struc- 
re of the distribution of income, and the 
ality is that although the over-all average 1s 
latively high, a sizable part of the Latin 
erican population is also deprived. 

Lastly, account must be taken of the best- 
own and most frequently discussed of the 
ctors that have diminished the real signifi- 


cance of growth rates in the developing 
countries, namely, the population explosion. 
This is certainly a matter of capital importance 
that should not be underestimated, but it is 
essential to take the time factor into account, 
as well as all the other basic components of the 
problem. It is clear, for example, that the situa- 
tion would not change fundamentally even if 
the population increase rate in the developing 
world during the 1970s was much the same as 
in the industrialized countries, for this would 
simply mean that the average annual per capita 
product in the developing world would rise to 
a mere 280 dollars or so by 1980. 

The concentration of technological progress 
and its benefits in the industrialized countries 
has led in practice to the growing marginaliza- 
tion of the countries on the periphery, but this 
process has gone hand in hand with sizable 
inflows of institutional and official loans and 
direct investment, thus giving rise to another 
major contradiction which affects the develop- 
ing countries in different ways, depending on 
the nature or intensity of each particular 
phenomenon. 

It is clear that the decline in the developing 
countries’ share of world trade is incompatible 
with the growing burden involved in transfers 
of capital and credit. In the final analysis, the 
imbalance between the two flows has generated 
an abnormally large increase in indebtedness, 
a drop in net capital inflows, a serious decline 
in export earnings, and a high degree of 
external vulnerability in which the capacity to 
import is jeopardized. 

There are many factors behind this situation, 
but there is no doubt that at the root of it all is 
the outmoded structure of an international 
division of labour that remains virtually 
unchanged, despite all the efforts and progress 
made by some countries regarding the diversi- 
fication of their exports. 

Furthermore, it is not possible to ignore the 
contradictory role played by international 
companies. In some countries these companies 
have made an important contribution to 
accelerating growth. It cannot be denied, 
however, that their presence has created new 
problems or aggravated others that already 
existed. The fact that these companies are 


primarily and often exclusively oriented to- 
wards the domestic market has simply repro- 
duced, on another plane, the undesirable 
phenomenon of “‘watertight compartments” in 
the industrialization process. In other words, 
they have contributed very little to new forms 
of integrating the Latin American economies 
into the world economy. Moreover, there are 
a number of other reservations regarding the 
impact of these companies that are just as 
important as those indicated, if not more so, 
and that are the subject of discussion in other 
regions as well as in Latin America. 

Lastly, a considerable proportion of external 
financing has been made available on relatively 
onerous terms. This has been particularly the 
case in Latin America as regards repayment 
periods and the credit terms, inasmuch as half 
the gross resources obtained by the region in 
recent years have come from private sources. 
The difficulties encountered in gaining greater 
access to official sources of financing have 
brought a substantial rise in the burden of debt 
servicing in relation to exports in Latin America 
and have forced several countries to resort to 
renegotiation of their external debt. 

Against the background, then, of the dyna- 
mic growth of the world economy and its 
various components, the salient features are 
the concentration of technological progress 
and of development in the group of industri- 
alized countries, contrasted with the relative 
marginalization of the countries on the peri- 
phery and the emergence of visible contradic- 
tions that hamstring the developing countries 
in their efforts to speed up their growth and 
place it on a sounder and more independent 
footing. 


2. CHARACTERISTICS OF THE PRESENT SITUATION 


(a) Impact on the periphery of the development 
of the countries at the centre 

The first matter for concern is the readjust- 
ment of the international monetary and 
financial system, a question that has been 
outstanding for far too long and for which no 
early solution is in sight. This is not the place 
to review the different formulas proposed, for 
they have been analysed in a number of docu- 
ments. Nor is it the place to emphasize the 
determination of Latin America and of all the 
developing countries in general to participate 
in the building of a new institutional order that 
will guarantee the steady and expanding 
development of trade and financial flows and 
will safeguard and serve the interests of those 
countries. So far, the developing countries have 
been not only mere spectators but also victims 
of the decisions adopted unilaterally by some of 


the developed countries, which have been abl 
neither to circumvent the distortions and ViCIS 
situdes of the prevailing order in good time no 
as yet to find any suitable solutions to them 
Experience with respect to the use of ee 
Drawing Rights in 1970 and 1971 has been e 

lightening in this respect: the industrializec 
country that is the basis of the monetary systen 
was far and away the principal beneficiary of th 
SDR scheme established at the end of 1969. — 
Rather than dwelling on matters relating te 
this issue, however, it may be appropriate te 
draw attention to another issue that 1s som 
linked to it, namely, the slackening of growt 
in several of the principal industrializec 
countries. The downturn in the growth rate iu 
these countries is partly attributable to thi 
monetary and financial crisis—a crisis tha 
could be overcome more rapidly and with mor 
favourable effects if decisions were set agains 
a background of economic expansion rathe 
than based on formulas involving the accep 
tance of a contraction in growth, howeve 
slight this might be. 

The countries of the periphery have ;% 
fundamental interest in the reactivation of th 
developed countries’ economies, although thi 
alone, as past experience has shown, will no 
solve the former’s problems or difficulties, fo: 
a comparison of changes in the gross produc 
of the United States and changes in Lati 
America’s exports to that country, for example 
shows that when the United States econom: 
has been sluggish, Latin America’s exports t¢ 
it have declined to a disproportionately grea 
extent, while the opposite has been the cast 
when the United States economy has pickec 
up again. 

This reactivation is of course something tha 
the developed countries have to tackle fo 
themselves—and it is well known that the prob 
lems are not easy to solve, in view of th 
complexity of the present circumstances—bu 
Latin America is concerned, and legitimately so 
with the impact of the policies that may b 
applied to reactivate the developed countries 
economies, particularly those that have to di 
with international trade and finance. 


(b) The principal factors determining the expan 
sion of the central economies 

As regards domestic factors, it seems fai 
enough to assume that certain policies an 
instruments that used to be important in th 
past have, to say the least, lost some of thei 
effectiveness. At the same time, the concept 
on which they were based no longer enjoy th 
Support or acceptance that carried them alon 
in their most popular years. Such has, by an 


large, been the case with the Keynesian 
“arsenal” of economic policy. The most 
Important factors behind this trend have been 
the persistence, and sometimes recrudescence, 
of inflationary pressures and the paradoxical 
fact that the more or less routine approval and 
practice of such objectives and policies as full 
employment and increasing State participation 
In the running of the economy has caused 
active interest in their application and con- 
tinuation to wane. In other words, at the same 
time that confidence in such policies has 
dwindled, other problems have arisen that the 
old kind of therapy no longer seems capable of 
resolving. A case in point is the kind of situa- 
tion where inflationary tendencies exist side by 
side with increasing unemployment and a 
declining economic growth rate. 

Moreover, faith has largely been lost in the 
more orthodox approaches to these and other 
related matters, such as approaches based on 
the manipulation of liquidity and credit or on 
the pure and simple recourse to spontaneous 
market forces. A typical sign of the times is the 
attitude of an influential United States com- 
mittee reflecting predominantly the views of 
large consortia which stated, with reference to the 
anti-inflationary policy pursued by the Govern- 
ment: ““We proposed comprehensive structural 
changes designed to improve responses of 
supply and to facilitate the more rapid transfer 
of labour and other resources to meet un- 
satisfied or growing demands.”’’ Consequently, 
the relative crisis that is to be observed in the 
developed economies regarding the liberal and 
the conservative approaches to economic policy 
constitutes a key element in approaching the 
problem of the prospects for this decade. 

While on the subject of the internal factors 
affecting the growth of the central economies, 
some of the mechanisms or bases for the expan- 
sion of their productive systems should be 
recalled. These include the extraordinary 
expansion and diversification of patterns of 
consumption, particularly of the more expen- 
sive durable goods and qualified services, 
which have had a tremendous impact on 
industrialized countries (mainly the European 
countries and Japan) that, in a sense, had been 
slow to open up their domestic markets to 
mass consumption. Another relevant pheno- 
menon—in some cases complementary and in 
others independent—is the development and 
dissemination of a long series of technological 
innovations and the appearance of new spear- 


1 See Committee for Economic Development, ‘Policies 
for a changing world economy”, The United States and the 
European Community (New York, November 1971). 


head sectors, mostly connected with electronics, 
chemistry and aerospace engineering. Finally, 
there are the domestic implications—particu- 
larly important in the case of the United States 
—of political and military expenditure and 
commitments, the export of capital, and the 
rapid spread of international enterprises. 

In each of these areas significant changes 
loom ahead and have already begun to affect 
growth patterns in some cases. 

As far as the first point is concerned, it 
would be a mistake to imagine that the con- 
sumer economy has reached its limit. This is 
obviously not so, and considerable opportuni- 
ties still exist for maintaining demand for the 
more representative goods, as the United 
States economy—which could be described as 
the extreme example of a saturated market— 
has shown. There is, however, no denying the 
tendency for the growth of demand for the 
typical products of the developed community 
to decline. The trend is further accentuated by 
the gradual rise of certain qualified services that 
have a less dynamic impact on the growth of 
the total product. 

The effects of this factor on investment would 
appear to combine with those of the second 
point raised, namely, the impact of technolo- 
gical innovations and spearhead sectors. Pos- 
sibilities of expansion are also considerable in 
these areas, particularly considering the dif- 
ferent levels of development of the various 
central economies. At the same time, however, 
two facts must not be overlooked: first, that 
recent years have witnessed a rapid decline in the 
number of genuinely new products coming on 
to the world markets; and secondly, that for a 
variety of reasons (financial difficulties, in- 
flationary pressures, extremely high relative 
cost of the new opportunities) investment in 
certain spearhead sectors has tended to drop off 
somewhat, as happened in the case of the 
United States aerospace programmes. Develop- 
ments in the field of politico-military expendi- 
ture also seem to point in the same direction. 

The purpose of the foregoing remarks is 
merely to show that there has been a relative 
decline in the importance of certain factors that 
were decisive in the process of the domestic 
growth of the developed economies. It does not 
by any means imply that new incentives or more 
effective policies than those employed in the 
past cannot be devised in order to give fresh 
impetus to national productive systems. There 
is every indication, however, that the right 
answers in terms of both incentives and policies 
have yet to be found. Hence the uncertainty or 
premonitions that exist as to future trends in 
the central market economies. 


The question whether external financial 
transactions and trade in goods and services, 
which have played a key role in economic 
growth over the past two decades, can continue 
to do so in the developed countries, is inex- 
tricably bound up with what is currently going 
on inside those economies. The dynamic 
growth of the domestic economy is essential to 
the expansion of external transactions, and 
these in turn are extremely relevant to vigorous 
domestic growth; the more open the economy 
and the greater its qualitative dependence on 
foreign trade, the more this holds true. 

The current situation is still affected and 
perhaps distorted by the international monetary 
and inflationary crisis. Although much has 
already been done to try to solve the problem, 
the process of reorganizing existing mecha- 
nisms, institutions and practices so that they 
fulfil their function more effectively is only half 
finished. One possibility is that the readjust- 
ment of mechanisms and practices will be 
followed by a resumption of the process of 
horizontal integration of the developed market 
economies. In this connexion, bodies linked 
with the large United States corporations with 
branches abroad have set out a number of 
objectives which they consider essential to 
establish if their enterprises are to become 
firmly established on the world market, and 
preferably in other industrialized economies. 
As they see it, “The growing two-way flow of 
international investment is developing an in- 
creasing mutuality of interest among inter- 
national investors from both sides of the 
Atlantic. These investors, both European and 
American, are increasingly affected by various 
government policies to promote such national 
goals as maintaining adequate levels of com- 
petition, promoting research and development 
on the part of national enterprise, adjusting 
international payments imbalances and _ pre- 
serving the environment.”’? 

From the point of view of the enterprises, it 
is indispensable to speed up the international- 
ization of investment and overcome the rarely 
effective restrictions on concentration so that 
they can venture into the new realms opened 
up by technological progress and supranational 
markets. 


2 See Committee for Economic Development, op. cit. 

* The Committee stresses that the general objective 
outlined would call for the adaptation of national legal 
systems in order to establish, for example, (1) “the ap- 
plicability of antitrust regulations and other domestic U.S. 
policies to the operations of American companies’ foreign 
subsidiaries that are subject to conflicting laws and practices 
of other countries”, and (2) “‘the extent to which intense 
international competition shouid make more acceptable 
the merging of U.S. domestic companies and the making of 


The chances of pursuing and expanding 
the horizontal integration of the developed 


economies will obviously be increased by the 
admission of new and important members to 
the European Common Market and, possibly, 
by future negotiations between the United 


States, the EEC and Japan. Moreover, rela- 
tively recent events have brought to light vast 
possibilities—though still not easy to assess— _ 


of extending the process so as to incorporate 
the main socialist States or their regional 
groupings. Here, one must think not only of 
the agreements which Western Europe, Japan 
and the United States have reached with the 
Soviet Union, but also of the openings that 
might be afforded by the new relationship with 
China. It will be appreciated that a move in 
this direction could radically affect the world 
economic situation that prevailed up to the end 
of the 1960s. 

Other observers are more pessimistic about 
the possibility of amplifying or pursuing the 
process of horizontal integration of the large 
industrial economies. Their views on the sub- 
ject may be partly influenced by the existence 


of the domestic problems mentioned above, | 


which, in one way or another, make it more 
difficult for progress in terms of trade liberaliza- 
tion to be extended to more complex areas 
(generalized preferences and non-tariff barriers, 
for example). Be that as it may, such thinking 
supports the general thesis that, when the 


phase in question is completed, the stress is | 


more likely to be placed on the reconstitution, 
albeit perhaps on a new basis, of vertical 
groupings or blocs—a trend of which there 
have in any case already been signs.* 

Though some of those who foresee such an 
eventuality play down the danger of a return 
to the restrictive and occasionally aggressive 
practices of the pre-war era, others harbour 
such fears and maintain that the trend towards 
the formation of vertical blocs could at least 
weaken the expansion of foreign trade that 
has characterized the past twenty years. 


foreign acquisitions. We recommend that the United States 
review its antitrust policies to determine whether new 
interpretations of law and administrative changes would 
improve the international competitive position of our 
industries with no damage to U.S. competitors and 
consumers.” 

* A recent study of this development reached the con- 
clusion that “unless there is a deliberate movement toward 
greater freedom of trade among the United States, the 
European Community and Japan, even the successful 
resolution of the monetary issues might not be sufficient to 
offset—on the contrary, it would probably reinforce—the 
effect of the various factors conducive to bloc formation 
that are inherent in the current period of world politics and 
economics”. See T. Greigh, ‘Toward a world of trade 
blocs”, U.S. Foreign Economic Policy of the 70’s (Washing- 
ton, National Planning Association, November 1971). 


The interests of the periphery would in any 
ent be better safeguarded if the new order 
volved some definite progress towards true 
ernational integration which neither alien- 
d the developing economies from the 
namic influence of the material, scientific and 
thnological progress of the advanced nations 
r entailed an accentuation of the new forms 
dependence that have evolved under the 
stem that is now in a state of crisis. 
There is no reason why this prospect should 
gatively affect the groupings of countries 
at have taken shape in recent years; nor 
uld it justify disregarding the blatant 
equality of the component parts of the world 
mmunity and, more specifically, the dif- 
rence between the objective positions of the 
dustrialized and developing economies, which 
Ils for special treatment for the countries at 
e periphery within the context of a new world 
der. In a word, international integration 
scessarily presupposes the existence of systems 
arrangements that will substantially improve 
e status of the peripheral countries within 
e community of nations. 
At the same time, it is clear that the achieve- 
ent of a new international order will very 
rgely depend upon the regional or sub- 
gional economic integration movements of 
veloping countries being pursued with much 
eater vigour and success. Time will show that 
ogress in that field is essential both for realiz- 
g the development potential of the countries 
the periphery more fully and more efficiently 
id for putting them in a better bargaining 
sition in their dealings with the industrialized 
-onomies and groups. 
The move of some or all of the peripheral 
yuntries towards greater co-operation and 
ymplementarity has a very specific and 
ySitive significance. Far from signifying an 
tempt on the part of the developing countries 
go their own way or to divide the world 
onomic system, the movement affords them 
e means of integrating themselves into the 
rld framework more effectively and under 
ir and suitable conditions, so that they can 
tablish their connexions with the industri- 
ized economies on a firmer, broader basis. 
A crucial factor in future developments will 
the degree of success achieved in current 
orts to adapt the institutions, fundamental 
inciples and practices of the international 
ancial and commercial system to the require- 
ents of the new situation. This, in turn, will 
pend largely upon whether the developed 
arket economies can reactivate their domestic 
owth. 
Whatever happens, there is one fact that 1s 


particularly important for the developing 
countries, namely, the conspicuous role accor- 
ded to exports as a dynamic factor in the overall 
growth of the industrialized economies, com- 
bined, in certain countries, with balance-of- 
payments considerations.*° Hand in hand with 
this objective goes the setting of lower growth 
targets for imports. 


(c) Prospects of the developing countries 

While, as we have seen, the development 
prospects of the industrialized countries for the 
near future are not very clear, those of the 
developing countries are no more certain and 
a good deal less promising. 

The current state of affairs and the present 
phase of transition oblige them to face up 
once again to their situation of dependence on 
the great industrial powers which determine the 
path that the world’s economy will take. At the 
same time, however, it is true that their 
opportunities for action and reaction are now 
much greater than they were during the “‘classi- 
cal” period of outward-directed growth, al- 
though these opportunities do, of course, vary 
considerably according to the actual circum- 
stances and levels of relative development of 
the developing countries. 

The following comments will concern these 
two aspects, which are to some extent contra- 
dictory but which do correspond to the actual 
facts, with special attention to questions of 
external transactions. Taking first of all the 
possible implications of the growth of the 
industrialized economies for the peripheral 
countries, there can be no doubt that the 
general prospects of the latter will improve in 
proportion to the industrialized countries’ 
degree of success in recapturing the dynamism 
which characterized their economies for much 
of the past decade. This factor, however, 
although of decisive importance, cannot itself 
ensure the fulfilment of the aspirations of the 
developing countries, even in the external field, 
as the relative drop in their importance in 
world trade, despite the great expansion of the 


5 The external trade policy objectives of the United 
States, for instance, include stepping up foreign sales by 
$16,000 million annually up to 1973, by which time the 
trade balance is expected to show a surplus of around 
$2,000 million—meaning that, at the same time, the value 
of imports would have to rise by no more than $12,000 
million. Although no such specific estimates are available 
for Western Europe, it can be approximately calculated on 
the basis of projected growth rates for the first years of the 
Second Development Decade that exports, which amounted 
to $100,000 million in value in 1968, would increase by 
$85,000 million by 1974, while imports, rising more slowly, 
would go up by between $105 and $150 million. 


latter during the last 20 years, has clearly 
shown. 

The above factor should be considered in the 
light of the alternatives of increased horizontal 
integration or a change to some kind of 
vertical groupings in the international system. 

Horizontal integration could produce sub- 
stantial increases in trade between the in- 
dustrialized economies, but in spite of the 
stimuli to the exports of the developing 
countries that should derive from it, it is also 
logical to assume that it would increase the 
relative marginalization of these countries: in 
other words, a much greater increase in trade 
could be expected between the developed 
countries than between the developed and the 
developing countries. 

The picture might be somewhat different, 
however, were the trend to be towards vertical 
groupings. Provided vertical integration pro- 
moted the reactivation of the industrialized 
economies, it could result in the strengthening 
of trade and financial relations between the 
kingpin countries in each grouping and the 
affiliated developing economies. The counter- 
effect of this hypothesis, however, would be 
the restriction of the latter’s scope for action or, 
to put it another way, greater dependence by 
them on the developed countries. 

In both cases the possible opportunities have 
their negative aspects. These are due to the 
weakness inherent in the developing countries’ 
status as such and their position in international 
trade as primary-export economies, subject to 
differing extents to foreign financing arrange- 
ments. 

At all events, all the opportunities and 
options open to the developing countries must 
be considered. A first option is obviously the 
sustained and appreciable growth of exports 
from the developing countries to the industri- 
alized economies, which would necessarily 
involve a progressive change in the structure of 
exports to a higher proportion of manufactured 
products. This represents the fundamental 
means of modifying the traditional scheme of 
the international division of labour and thus 
changing the role of the peripheral countries in 
the world economy. It therefore constitutes an 
objective which is in keeping with both the 
urgent requirements of the current economic 
situation and the long-term interests of all 
countries. 

The second option, which is no less signifi- 
cant, especially in terms of its operational 
possibilities and in the light of the present 
situation, is the development and introduction 
of financial formulas or arrangements that will 
enable the peripheral economies to absorb the 
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increased flow of exports from the industri- 
alized countries without aggravating existing 
problems or creating new ones, such as woul 
result from precarious, expensive and uncertain 
financing and resultant indebtedness. 
These options are in keeping with the funda- 


mental interests of the industrial economies, | 


which would have no difficulty in putting them 


into effect. Any increase in their contribution | 


in the form of more extensive and adequate 
financing of trade would not incur any sacrifice 
of their high standards of material reward or 
their characteristic ways of life. 

Both these aspects are dealt with in detail 
elsewhere,° so it is not necessary to enlarge 
upon them here. It might be useful, however, 
in relation to the second point, to consider 


some details that specifically concern actual 


conditions in Latin America. 


One of these features is the concentration of | 


exports of manufactures in the three largest 
and most highly industrialized countries of the 
region. Between 1960 and 1969, Argentina, 
Brazil and Mexico increased their share in 
total exports of manufactures from 53 to 69 per 
cent. Furthermore, they have almost a mono- 
poly with regard to the most technologically 


advanced products; in 1969, for example, they | 
accounted for 92 per cent of mechanical | 
engineering products and for all the electronic 
products manufactured in Latin America.’ | 
This raises the question of the need that the | 
other economies should share in the process | 


too. 


Another aspect is the fact that in the near | 
future, any progress in the direction indicated | 
will depend to a large extent on the behaviour | 
of the international enterprises located in the | 


region and the policy adopted with regard to 


them. Although basically they have directed — 
their activity towards new areas of import | 
substitution, between 1955 and 1966 their | 
share in total industrial exports increased from | 
probably 


12 to 41 per cent, and this share has 
further increased in the last few years. 


Lastly, it is worth remembering that progress | 


in this field is essentially linked to the progress 
of regional (or sub-regional) integration and the 
industrialization of the economies of the area. 

Especially for the smallest countries and 
those where industrialization is in its earliest 
stages, intra-area trade is the natural basis for 
the expansion of exports of manufactures: this 


® See ECLA, Latin America and the Third Session of | 


eb (E/CN.12/932), chapter II. 
Ibid. 

® See H. K. May, The Effects of U.S. and Other Invest- 
ment in Latin America, The Council for Latin America Inc., 
January 1970. 


as been confirmed by Latin America’s own 
‘perience and that of other economies, such 
the socialist countries and Japan, which have 
me beyond purely substitutive industrializa- 
on. In fact, the share of the regional market 
total sales of manufactures rose from 22 to 
) per cent between 1960 and 1969 (from 
98 million to around $600 million in absolute 
gures). Leaving aside Argentina, Brazil and 
[exico, the other countries accounted for 
) per cent of intra-regional exports in 1968, 
hile their exports to the developed countries 
mnstituted only 30 per cent of the total. 
The dynamic and reciprocal influences of 
tegration and industrialization will naturally 
spend to a very considerable extent on the 
1ccess of this latter process, which must be 
eliberately oriented, with much greater empha- 
s than in the past, towards concentration on 
<ternal markets: the regional markets to 
gin with, and then later the industrialized 
sonomies. Both these markets are comple- 
lentary, and it may be held that success in the 
rst will help towards crystallizing success in 
le second. 
The opportunities for the developing coun- 
ies in general and Latin America in particular 
» alter and improve their situation in world 
ade, especially vis-a-vis the industrialized 
sonomies, do not only depend, however, on 
ow their exports develop. Latin American 
ade policy has, in fact, been characterized by 
serious imbalance in that the importance of 
1¢ region and its main countries as a market 
x the exports of the industrialized economies 
as been consistently underestimated. An 
nportant element in this has been the breaking- 
of the region into national units which only 
o often find themselves in competition for 
arkets outside the region. 
This error in perspective, however, is not in 
ping with some of the facts. In 1968, before 
e upset in the trade between the industrialized 
untries, Latin America bought from the 
nited States $620 million worth of chemical 


rchased by the six European Common 
arket countries. Latin America was the 
EC’s best customer after EFTA with $460 
illion of purchases, while its exports to EFTA 
ere only exceeded by those of the European 
ommon Market. ’ 

Even in machinery and transport equipment 
ITC section 7), Latin America provides a 
rge market for the developed economies. In 
68, it acquired $2,210 million-worth of such 


goods from the United States. It is true that 
Canada, which has a special agreement with 
the United States, purchased $4,620 million- 
worth, but the European Common Market 
spent less ($1,970 million), while EFTA spent 
only $1,260 million and Japan $640 million on 
goods of this type. Sales of machinery by the 
European Common Market to Latin America 
came to $1,110 million, while those by EFTA 
came to $590 million. The EEC’s sales to Latin 
America were worth the same as its sales to 
Africa ($1,190 million), and were greater than 
those to the Middle East ($660 million), even 
though both these areas include States which 
are associated with the EEC. EFTA’s sales to 
Latin America were worth more than its sales 
to other third world areas, Canada, Japan, 
Australia and Eastern Europe. 

It is only under the heading of miscellaneous 
manufactures (SITC sections 6 and 8) that the 
Latin American market is of less significance. 
This is to be explained by the process of import 
substitution in Latin America, which has 
principally affected this sector. Even so, how- 
ever, regional imports of such goods totalled 
quite large sums. Latin America is the main 
market for the United States, after Canada and 
the European Common Market, in this field, 
the level of sales being far above that of other 
regions. It is also an important market for the 
European Common Market, with sales worth 
$500 million. 

Latin America’s purchases are concentrated 
on a relatively small number of big firms in the 
industrialized countries, and the strategic 
weight of these firms means that their interests 
have a clear influence on the external trade 
policies of the countries where they have their 
headquarters. 

The question assumes still greater importance 
when it is remembered what has already been 
said about the priority assigned by the de- 
veloped economies to the expansion of their 
exports during the 1970s. This, together with 
the quantitative and qualitative weight of 
Latin American purchases, ought to improve 
the “bargaining power” of the region. 

These opportunities depend very much on 
the achievement of a high degree of regional 
agreement on the matter, particularly as 
regards the smaller or relatively less developed 
countries. This shows yet again the present and 
potential importance of the integration process 
at the regional and sub-regional levels. 

The developing countries’ prospects for the 
1970s as far as external links or conditioning 
factors are concerned are likewise affected by 
financial developments. Indeed, this aspect is 
inseparably bound up with questions of trade. 


The different types of external financing play a 
very important role in the evolution of import 
capacity (and, in the final reckoning, in the 
opportunities which the production systems 
have for development and change). As the 
experience of the last few decades has shown, 
both flows (goods and services and financial 
resources) must be harmonized in order to 
avoid balance of payments disequilibria and 
pernicious indebtedness. In other words, the 
possibility of larger contributions of credits 
and investment which is being called for must 
of necessity be accompanied by an increase in 
earnings from exports and improved terms and 
conditions, so that countries can service and 
pay back their debts without jeopardizing their 
growing import needs. It is precisely the lack 
of synchronization between these three ele- 
ments which has been the main cause of finan- 
cial problems. 

If the prospects for financial resources for 
development are considered more specifically, 
two main categories may be identified where 
progress should be made during the next few 
years. 

In the first category are the more traditional 
means of financing for the developing countries. 
Progress here mainly involves the fulfilment or 
the definite acceptance by the industrialized 
countries of the goals which have been set and 
re-set in numerous international meetings with 
regard to the amount and terms of international 
co-operation. Some of the most important aims 
here are those concerning the volume of official 
assistance and the improvement of terms and 


arrangements, including the relative increase 
in importance of multilateral credit institutions — 


in external financing. 


In the second category are some relatively 


newer proposed forms of aid which, generally 
speaking, tend to link financing with the future 
evolution of trade and of the international 
monetary system. These include the possibility 
of establishing a link between the allocation of 
Special Drawing Rights and the granting of 
additional financial assistance to the developing 


countries, the establishment of complementary | 


financing machinery and the restructuring of 
the machinery for compensatory financing. 
These proposals have considerable potential, 
especially if they are implemented in a context 
which recognizes the need for and the appropri- 


ateness of increasing the share of the developing © 


countries in world trade.” 

What was said above on the subject of the 
bargaining power inherent in Latin America’s 
situation as an importer of products of the 


developed economies should be borne in mind — 


in this matter in connexion with the greater or 
lesser chances of success of the above objectives. 
This bargaining power could not only play an 
important role in improving the prospects for 
Latin America’s own exports, but it could also 
promote an increase in the amount and an 
improvement in the terms of the inflow of 
credits and capital from the industrialized 
economies. 


° See ECLA, Latin America and the Third Session of 
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UNCTAD, op. cit. 


| 


Il. THE MAIN CHANGES AND TRENDS IN THE WORLD 
ECONOMY DURING THE LAST TWO DECADES 


In this analysis, a number of the approaches 
id broad concepts used were taken from 
evious ECLA studies, especially those laying 
wn the modus operandi for analysing the 
ternal problems of Latin American develop- 
ent. 
The evolution and changes observed display 
sar parallels with the basic hypotheses of 
SLA studies.’° Some hypotheses have been 
nfirmed by the events of the last twenty 
ars: the relative marginalization of the 
riphery countries, the decisive influence of 
e outdated pattern of the international 
vision of labour, and the operation of 
ctors that place additional burdens on some 
yuntries, such as the deterioration in the terms 
' trade of countries which are primarily 
porters of commodities. In other respects, 
ywever, development did not follow the lines 
edicted towards the end of the 1940s: this 
as so, for example, as regards the continuing 
mamism of the world economy, the trend 
wards differentiation within the “central 
oup’’, and the relative loss of position of the 
ain power in that group. 
The evolution of the world economy in the 
o decades following the war is characterized 
the following events and trends: a general 
pansion of the world economy, covering, 
th some exceptions, both the developed and 
e developing countries; the “polarization” 
this growth, at any rate in relative terms; the 
erentiation within the group of indus- 
alized market-economy or capitalist coun- 
es; the growth and increased economic 
portance of one area of Socialist countries 
countries with centrally-planned econo- 
es;'! the relative marginalization of the 
veloping countries, combined with new 
s of assimilation into the over-all economic 
tem; and the differentiation within the 
tegory of developing regions. 


© See ECLA, Development Problems in Latin America, 
titute of Latin American Studies, The University of 
as at Austin, 1970. : 

1 Owing to the lack of data on China and certain other 
jalist countries such as Albania, this survey will be 
ited to the countries of Eastern Europe which are 
mbers of the Council for Mutual Economic Assistance. 
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1. THE EXPANSION OF THE WORLD ECONOMY 

The extraordinary expansion of the world 
economy is the outstanding fact of the last 
twenty years. This expansion took place, to 
different degrees and in different forms, in all 
the main regions of the world, and in contrast 
of what happened after the First World War, 
this time the growth of world trade was regular 
and sustained (see figure I). 

History has never witnessed a period of 
growth as dynamic and as stable as that which 
occurred between 1960 and 1969. The world 
economy grew at a rate of 5.5 per cent per 
annum and the per capita product grew by 
3.5 per cent per annum in spite of the extra- 
ordinary population growth (see table 2, 
item 1). The post-war growth of the economy 
has been compared to a second industrial or 
scientific and technological revolution, in which 
the rates of growth achieved during the first 
industrial revolution have been far out- 
stripped.‘ 

These data are also useful because they 
show up the unreliability of a purely economic 
or excessively generalized approach, for it is 
well known that in the period under considera- 
tion there were severe problems and tensions 
which affected even the most highly developed 
societies. Moreover a general survey conceals 
the important differences and contrasts which 
necessarily call for critical review. 

In 1970, the population was 1.5 times, the 
total gross product 2.7 times, the industrial 
product 2.8 times and the volume of exports 
3.8 times greater than in 1960 (see table 1). 
The last-mentioned figure shows that the inter- 


12 The average annual growth rate of the per capita 
gross domestic product reached the following levels for 
the period 1950-1969: world: 3.5 per cent; developed 
countries 3.5 per cent; United States 2.0 per cent (and 3.2 
per cent in 1960-1969); Western Europe 3.8 per cent; 
Japan 9.1 per cent; Socialist countries of Eastern Europe 
6.4 per cent. The corresponding rates for the great industrial 
powers in the period 1870-1913 were: United Kingdom 
1.4 per cent; France 1.5 per cent; Germany 1.8 per cent; 
Belgium 1.9 per cent; Italy 0.8 per cent; United States 2.4 
per cent and Japan 2.4 per cent. During its period of 
accelerated industrialization (1928-1958) the Soviet Union 
reached 4.4 per cent. (See table 3 and the calculations of 
Simon Kuznetzs in Modern Economic Growth-rate, 
Structure and Spread, Yale University Press, New Haven 
and London, November 1969, pp. 64-65 and 352-353.) 


Figure I. Growth pattern of world exports in the post-war periods 
(Value indices in current f.0.b. dollar prices) 
Semi-logarithmic scale 
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Note: the index of the unit value of exports rose over the period 1930- 1968 from 89 to 104, while. between 1921 and 1938 it 


dropped from 53 to 39 (taking as base year 1963 = 100). In any case, the volume of exports (at 1963 prices) increased 3.2 times during the 


first-mentioned period but only 1.5 times during the period 1921-1938. 


national division of labour continued to develop 
rapidly, at any rate within its traditional 
framework. 

If we compare world exports in comparable 
period following the First and Second World 
Wars (1921-1938 and 1950-1967), for example, 
we see that in the first period exports grew 
by barely 15 per cent, while in the second period 
they increased by 250 per cent (see figure I).13 
Similarly, the first period was characterized by 
sharp ups and downs in world trade, culminat- 


13 During these periods the volume of exports (at 1963 
prices) grew 1.5 times and 3.2 times, respectively (see note 
in fig. I). 


ing in the 1929-1932 crisis, while after ai 
Second World War trade expanded almost! 
continuously, with small setbacks in 1952 andi 
1959 which were soon overcome. 

Although the economic growth of the last 
two decades covered all the main regions of thes 
world, table | shows some differences in the# 
changes recorded, influenced no doubt by theg 
different relative levels of development. Com- 
pare, for example, the rates of industrial growth 
for Asia or the Soviet Union with those fori 
regions of earlier industrialization. 

While it is not the aim of the present chaptery 
to analyse in depth the reasons for each of thes 
processes noted, it would be appropriate tot 


Table 1. Indexes of growth of the world economy, 1970 
(1950 = 100) 
Gross Thidustrial Direct 
domestic priaction Exports foreign Population 
product investment 
World } 270 280 385 as 146 
North America 210 250 295 540° 137 
South America. 250 300 195 175 
Europe 260 310 470 118 
Soviet Union 435 700 740 135 
Africa oe We 305 159 
Asia 325 820 440 152 


Source: United Nations, Statistical Yearbook, 1969: 


Yearbook 1970, World Summary. 


“ United States only for the period 1950-1968 and at current 


America, 1970, United Nations publication, Sales No.: E. 
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; provisional estimate, United Nations, Demographic 


prices (see ECLA, Economic Su 5 
Tape rvey of Latin 


recall the main hypotheses which have been 
put forward to explain the consistent dynamism 
of world economic expansion. 

First, international political tension (the 
cold war, peaceful competitive coexistence, etc.) 
constituted a permanent stimulus for the de- 
veloped countries to mobilize their internal re- 
sources, rapidly reconstruct the assets destroyed 
by the Second World War (Marshall Plan), 
advance as the scientific and technological 
fronts (space technology, cybernetics, etc.) and 
foster new forms of integration such as the 
regional forms developed in Europe and those 
represented by the international enterprises. 

Moreover, as far as the developed countries 
are concerned, due attention must be paid to 
the importance and nature of the internal poli- 
cies of these countries, which are of a marked 
Keynesian stamp (full employment, compen- 
satory and promotional action by the State, 
redistribution of income, etc.) and have both 
sustained and increased the stability of the 
economy, leading in many countries, especially 
in Europe, to a radical broadening of the mass 
market, with well-known expansionist conse- 
quences. 

In the developing countries, two types of 
phenomena can be observed: those deriving 
from the dynamic growth of the developed 
countries, which has stimulated through tradi- 
tional mechanisms the export of primary 
commodities (and, in some cases, of manu- 
factures) and the transfer of resources by means 
of credits and direct investment; and those 
associated with the independent adoption of 
economic policies designed to activate internal 
changes, especially industrialization, in its 
broadest sense. Notable advances have been 
made in this direction in the relatively less 
developed regions, where liberation from 
colonial restrictions has undoubtedly played a 
decisive role. 

The interplay of the forces briefly described 
above, which clearly interact on one another, 
seems to be the explanation of the dynamic 
growth, in a notably steady and consistent 
manner, of the world economy as a whole. 


2. THE POLARIZATION OF ECONOMIC GROWTH 

In order to give a proper picture of the con- 
trasts in the over-all expansion of the world 
economy, some data are given in table 2 on the 
second phenomenon which characterizes the 
economic development of the last two decades 
—the “polarization of growth”. 

The starting-point for our consideration of 
this phenomenon is the assumption that 
economic progress—speaking in relative terms 
—has been concentrated in that part of the 
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world economic system made up of the de- 
veloped countries, the corollary being that the 
developing countries have been left behind. 
This phenomenon may be considered from 
various angles involving different dimensions: 
(a) The relative economic capacity of the 
developed countries (capitalist and socialist) 
compared with that of the developing countries, 
as measured by the changes in the gross domes- 
tic product and its share in the world product; 
(b) The share in external trade; 
(c) The volume and distribution of invest- 
ment abroad, and 


(d) International gold and foreign exchange 
reserves. 


(a) Relative economic capacity 

In order to evaluate the changes in this 
respect, several criteria that do not always 
coincide with each other must be taken into 
account. Let us consider first of all the rates of 
growth of the gross domestic product in the 
three main groups of countries. The developing 
economies as a whole achieved an average 
annual rate of growth of 5 per cent between 
1950 and 1969, which was slightly higher than 
that achieved by the industrialized countries 
(4.7 per cent), but considerably lower than the 
rate achieved by the Socialist countries of 
Eastern Europe, which was 8 per cent. As may 
be seen from table 2, item 1, there was no great 
difference in this respect between the develop- 
ing countries as a whole and Latin America. 

While this comparison is important, its real 
significance dwindles substantially when two 
elements are taken into consideration. The 
first concerns the different rates of population 
growth, which give a lower rate of economic 
growth per person in the developing countries 
(2.5 per cent per annum for the period 1950- 
1969, as compared with 3.5 per cent for the 
developed capitalist economies and 6.4 per cent 
for the Socialist economies), while the second 
element concerns the absolute levels of pro- 
duction and income in the different groups and 
countries. There is clearly a big difference in 
absolute terms between an increase of 3.5 per 
cent per annum in per capita incomes of the 
order of 3,000 or 4,000 dollars and an increase 
by the same percentage or less in incomes of 
300 or 500 dollars per annum. '* 


‘4 Tf the growth of the gross domestic product in the 
developing countries is extrapolated at the rate of an 
average of 5.2 per cent per annum, the per capita GDP 
would rise between 1969 and 1980 from 175 to 245 dollars 
(an increase of 70 dollars), whereas in the developed 
countries it would rise from 1,964 to 3,280 dollars (an 
increase of 1,316 dollars) (World Bank estimate, see press 
release of 28 September 1971). 


Table 2. World economic growth, by groups 


: Developed Developing Latin Socialist 
foe Perlod ee countries America countries Wong 
1. Gross domestic product 
(a) Share (world = 100). : ; 1963 61 12 4 27 st $ 
(b) Average annual growth rate: tota . 1950-1969 4.7 5.0 a 8.0* : 
1960-1969 5.4 SH] al (yer Safi 
Per capita . 1950-1969 3.5 3) 2.4 6.4* 3:5 
1960-1969 4.3 2.4 Ask Se 3.6 
2. Exports (current values) 
es annual growth rate of total exports. 1948-1970 8.6 53) 3.8 10.5 8.0 
1960-1970 10.1 Tel! 5.6 8.2 93 
1965-1970 11.9 8.3 Sue) 8.7 10.8 
b) Average annual growth rate of exports of: 
My fan obiioties 2 . 1955-1969 5.6 4.5 3.2 6.98 5.1 
Manufactures? : , : . 1955-1969 10.1 10.2 an oi an 
c) Share of group in world exports (percent 1938 65 25 
ad ’ 99 1948 63 30 11 6 100 
1960 67 21 7 12 100 
1965 69 19 6 12 100 
1970 Ip: 17 / 5 11 100 
(d) Intra-group trade as percentage of total 
exports of group ‘ : : wl OAs 64 29 9 44 
1960 70 22 8 ( 
1970 TH 19 11 61 
(e) Manufactures? as percentage of total exports 
of group . : 1955 64 13 9 49 49 
1969 76 24 17 60 65 
3. Cumulative direct United States investment 
(a) Distribution of total among groups 1950 48 49 38 — 100° 
1969 67 28 16 — 100° 
(b) Manufacturing activities as percentage of 
total investment 1950 52 15 17 — 20° 
1969 51 26 31 — 42° 
4. Gold and foreign exchange reserves 
Total distribution among groups 1949 85 15 5 100° 
1969 79 21 6 100° 


Source: United Nations, Statistical Yearbook, 1965, 1969, 
1970; Monthly Bulletin of Statistics, March 1961, 1962 and 1971. 
United States Department of Commerce, Survey of Current Business, 
various issues. International Monetary Fund, /nternational Financial 
Statistics, 1954 and 1970. 

* Excluding the Asian Socialist countries. 


These considerations amply justify the theory 
that the benefits of growth “polarize” towards 
the developed areas to the detriment of the 
developing economies, despite the relatively 
dynamic over-all rate of growth of the latter. 


(b) External trade 

The polarization phenomenon is even more 
blatant where external trade is concerned. 
Between 1948 and 1970, the over-all average 
annual rate of growth of the exports of the 
developed countries was much higher—8.6 per 
cent in market-economy countries and 10.5 per 
cent in the Socialist countries—than in the 
developing countries which achieved a rate of 
5.3 per cent (and only 3.8 per cent in the case 
of Latin America). The share of the developing 
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> Primary commodities: food, beverages and tobacco, crude 
materials, mineral fuels and related materials (Sections 0-4 of the 
SITC classification). Manufactures: chemicals, machinery and trans- 
port equipment and other manufactured products (Sections 5-8 of 
the SITC classification). 

° Excluding the Socialist countries. 


countries in world trade, therefore, which 
reached its peak in the immediate post-war 
years (30 per cent in 1948), underwent a 
continuous decline to 21 per cent in 1960 and 
to 17 per cent in 1970: in other words, it even 
dropped below its pre-war (1938) level, when it 
stood at 25 per cent. Latin America’s position 
has deteriorated even further: its share dropped 
from 11 per cent in 1948 to 7 per cent in 1960 
and to 5 per cent in 1970 (see items 2 (a) and 
(b) of table 2). 

The different trends in the world trade per- 
formance of the main categories (groups) of 
countries are closely associated with their 
degree of internal integration and the sectoral 
composition of their trade. 

Intra-group trade, that is to say, trade be- 


een the countries belonging to the same 
oup, increased considerably among the 
veloped countries but markedly declined 
nong the developing countries. If the total 
ports of the developed countries are analysed, 
will be seen that the share of intra-group 
ade rose from 64 per cent to 77 per cent 
tween 1948 and 1970 in the market economy 
untries and from 44 per cent to 61 per cent 
the Socialist countries. The relatively looser 
onomic links between the developing coun- 
ies, however, were reflected in the drop in the 
are pf intra-group trade from 29 to 19 per 
nt over the same period. The trend in Latin 
merica was slightly different in this case, due 
the progress of regional integration: while 
1948 only 9 per cent of total exports went to 
her countries of the area, this percentage 
id risen to 11 per cent by 1968 (see table 2 
2m 2 (d)). 

The progressive tightening of trade links 
nong the developed countries is very closely 
sociated with their specialization and com- 
lementation in the trade in manufactures. In 
ther words, the increase in these countries’ 
lare in world trade was basically due to the 
ade in manufactured products among them- 
Ives. As may be seen from table 2 (items 
(b) and (e)), the proportion of manufactures? >* 
the total volume of exports increased from 
| per cent in 1955 to 76 per cent in 1969 in 
¢ market economy countries and from 49 per 
nt to 60 per cent in the Socialist countries. 
i fact, between 1955 and 1969 this type of 
ade increased at an average annual rate of 
).1 per cent in the market economy countries 
id 10.5 per cent in the Socialist countries. 
With regard to the developing countries, 
considerable increase (from 13 per cent to 
| per cent between 1955 and 1969) was 
corded in the proportion of manufactured 
oducts in their trade, the extent of the in- 
ease for Latin America (from 9 to 17 per 
nt) being very similar. The share of manu- 
tures in the total exports of the developing 
untries in the last year of the period in 
estion (1969), however, was not even a third 
the corresponding share in the exports of 
e developed countries (24 per cent as opposed 
76 per cent), which shows how different the 


° 


5 The classification of trade flows into primary com- 
dities and manufactures used in this chapter can only 
e a general idea of the respective trends in the inter- 
ional division of labour. The classification corresponds 
the data published in the United Nations Monthly 
lletin of Statistics (see note > in table 2), which includes 
der the heading of commodities some partially-processed 
ds such as tinned foods, just as the heading of manu- 
tures includes some raw materials which have undergone 
ht processing (refined copper, for example). 
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situations of the two groups of countries are 
in the present international division of labour 
(see table 2, item (e)). Moreover, it should not 
be forgotten that the developed countries’ 
exports of manufactures consist mainly of 
technologically advanced goods. 

The share of manufactures (in total export 
sales of each of the groups) is approximately 
equal to that group’s share in intra-group trade 
(see items 2 (d) and (e) in table 2). There seems 
to be a clear reciprocal relationship between 
the processes of industrialization and trade 
integration, since greater integration helps to 
deepen and accelerate industrialization pro- 
cesses, while these processes have played a 
decisive role in activating progress towards 
integration. 


(c) Foreign investment 


The polarization of the growth of world 
trade also operates in a third dimension: the 
distribution of foreign investment, which has 
tended to gravitate towards the developed 
countries and industry. The data on the regional 
and sectoral destination of direct investments 
from the United States may be borne in mind 
as an illustration of this phenomenon. !° 

The industrialized countries’ share of total 
investment by the United States increased from 
48 per cent to 67 per cent between 1950 and 
1969, with a corresponding decrease in the 
share of the developing regions, especially 
Latin America, whose share dropped from 
38 per cent to 16 per cent over that period’’ 
(see table 2, item 3). 

With regard to the sectoral distribution of 
capital investment, it will be seen that manu- 
facturing activities, which absorbed 32 per 
cent of the total in 1950 accounted for 42 per 
cent of total investment in 1969. The share of 
manufacturing activities in total investment in 
each region in 1969 was almost twice as great 
in the developed as in the developing countries 
(51 per cent and 26 per cent respectively).'® 
As in the case of trade, the increase of invest- 
ment in the developed countries substantially 


16The paucity of information on direct investment from 
other developed countries makes it necessary to restrict 
this illustration to North American investment. Later in 
this chapter, the same topic is taken up again with reference 
to the considerable increase, in both absolute and relative 
terms, in investments by some European countries (par- 
ticularly West Germany) and Japan. 

'7 The relative drop in United States investment in the 
developing countries coincided with a considerable 
increase in investment in absolute terms. 

18 At the same time, however, there was a considerable 
increase in investment in manufacturing activities in the 
developing countries, expecially in Latin America (see 
table 2, item 3). 


followed the progress in their integration and 
industrial expansion. 


(d) International gold and foreign exchange 

reserves 

Lastly, mention may be made of the trends 
and changes observed in the volume and 
distribution of international holdings of gold 
and foreign exchange. 

A comparison of the situation in 1949 and 
in 1969 shows that total world holdings in- 
creased from $50,600 to $70,600 million (39 per 
cent). In the developing countries, the volume 
of holdings in absolute terms rose from $7,700 
to $14,600 million (88 per cent). The share of 
the developing countries in total holdings thus 
rose from 15 per cent in 1949 to 21 per cent in 
1969 (see table 2, item 4). 

Clearly, this trend led to a more favourable 
balance. There is, however, another side to the 
picture which is very significant, namely, the 
substantial increase in indebtedness. In Latin 
America the total accumulated external debt 
increased eight-fold between 1950 and 1969, 
from approximately $2,200 to $17,600 million’ 

To sum up, the polarization of the growth 
of the world economy has been manifested at 
a number of interrelated levels: the growth and 
volume of the per capita product, the share in 
world trade, the share of industrial exports, and 
the distribution of private capital investment. 
It is easy to see that these changes have 
resulted in a widening of the gap between the 
standards of living of the industrialized coun- 
tries and of the developing countries. 


3. DIFFERENTIATION WITHIN THE GROUP OF 
DEVELOPED COUNTRIES 

As regards the differentiation within the 
group of developed market-economy countries, 
while the United States maintained the domi- 
nant position which it has held in this group 
since the First World War it is none the less a 
fact that in the last twenty years, and especially 
in the 1960s, there has been a clear tendency 
towards a decline in its supremacy. This is due 
to the more dynamic expansion of other regions 
and countries such as Western Europe—mainly 
the European Economic Community—and 
Japan. Looking at the world economy from the 
widest possible angle, this differentiation also 
shows in the development of a new Socialist 
group. To a certain extent, some of these 
changes amount to a return to a situation which 
existed before the Second World War. 


19 See table 11 below. Later events, such as the devaluation 
of the dollar, are not taken into account although they 
affected many of the developing countries. 
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The changes mentioned may be confirmed 
using the same criteria as in the previous 
analysis. 

The extent to which the United States retains 
its absolute position can be seen from such 
items as over-all product and direct investment, 
in both of which the United States still accounts 


Sia 


“ 
® 
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; 


for more than half the total of the developed — 


capitalist countries, despite the changes men- 
tioned. Its relative decline, on the other hand, 
is particularly clearly illustrated by the figures 
for external trade and the distribution of world 
holdings of gold and foreign currency (see 
table 3). 


(a) Production and trade 

The European Economic Community and 
Japan have overtaken the United States as 
regards rate of growth of the gross domestic 
product and of industrial production. During 
the period 1950-1969,7° the average annual 
rates of expansion of the gross product were 
5.5 per cent for the European Economic Com- 
munity, 10.3 per cent for Japan and 3.6 per 
cent for the United States, while the rates of 
expansion of industrial production were 6.7, 
13.8 and 4.1 per cent, respectively. The EEC 
achieved its biggest relative advantage during 
the 1950s; between 1960 and 1969 the dif- 
ferences became less pronounced (see table 
3, items | and 2). The growth rate of the EFTA 
group was less than that of the United States, 
mainly owing to the serious economic problems 
of the United Kingdom in the post-war period. 
Despite the foregoing, however, the United 
States still held its leading position at the end 
of the 1960s, even though its relative growth 
had been smaller. 

The differences between the growth rates of 
the group of developed capitalist countries 
were much more pronounced in the field of 
trade. Between 1948 and 1970, the growth rate 
of EEC exports was more than double, and 
that of Japanese exports more than four times 
the rate for the United States. Consequently, 
the latter country’s share in world exports 
declined from 22 to 14 per cent over the same 
period, while the combined share of the EEC 
and Japan rose from 12 per cent in 1948 to 
34 per cent in 1970, which corresponds to a 
share nearly two-and-one-half times as large as 
that of the United States (see table 3, item 3). 

Although these are substantial changes in 
the trade position of the individual developed 
countries or groups of countries, it should be 
recalled to some extent they represent a return 
to the situation that prevailed before the 


?° For the United States, the period 1953-1969. 


Table 3. Differentiation within the group of developed countries 


Ttem Period United Total 
year Nihibe EEC EFTA Japan developed 
countries 
. Gross domestic product 
(a) Share (world = 100) 1963 32 13 8 4 61 
(b) Average annual growth rate . 1950-1969 3.6° 55) 35 10.3 4.7 
Dy esretet pradacac 1960-1969 4.6 Sel at 1M lees) 5.4 
(a) Share (world = 100). E n963 335 15 8 
(b) Average annual growth rate 1950-1969 4 Ie ; iE 
"1960-1969 53 a a is a 
exports : : t Bh) 5.9 
(a) Average annual growth rate of total exports. 1948-1970 oyy/ 12.5 6.8 21.6 8.6 
1960-1970 7.6 11.5 8.2 16.9 10.1 
(b) Share of country on area in world exports, 
percent . : 1938 13 (19) (18) 5 65 
1948 22 (12) (17) 0.5 63 
1960 16 23 14 3 67 
1970 14 28 13 6 72 
(c) Intra-area or domestic trade as percentage of 
total exports of country or area . 1948 22° (28) (17) 64 
1970 SEP 49 25 77 
1. Direct foreign investment 
(a) Cumulative investment, per cent . . 1966 57 15 22 1 100° 
(b) Average net annual flows (outflows —, inflows 
+), in thousands of millions of dollars . 1960-1962 —2.5 +0.3° == Oot — 
1963-1965 —3.8 +0.7° —0.3! 
1966-1968 —4.5 +0.5° — 0.3 —0.1 
}. Total private capital 
Average net annual flows (outflows — , inflows +), 
in thousands of millions of dollars . 1960-1962 —3.5 =f 
1963-1965 —4.8 ae 
1966-1968 — 3.3 
). Gold and foreign exchange holdings (distribution, 
per cent) 
_ (a) Gold and foreign exchange 1938 53 238 10° 1 100° 
1949 48 118 ay a 100° 
1969 21 378 4 4 100° 
(6) Gold 1938 56 238 ils 1 100° 
1949 71 108 4 -- 100° 
1969 30 458 4f 1 100° 


Source: GDP, industrial production and exports: see table 2; 
umulative direct investment: based on the estimate by S. H. Robock 
nd K. Simonds in Columbia Journal of World Business, May-June 
970; flows of total direct investment and total private capital: 
Jnited Nations, Statistical Yearbook, 1962, 1966, 1968, 1969. 

old and foreign exchange holdings: International Monetary Fund, 
nternational Financial Statistics, September 1954 and May 1970. 
= 1953-1969. 
> North America. 


econd World War, for the shares in world 
rade of the United States, on the one hand, 
nd the countries of Western Europe (the 
embers of the present EEC and EFTA) plus 
apan, on the other, were 13 and 42 per cent, 
espectively in 1938 and 14 and 47 per cent in 
970. In short, after two decades of intensive 
hanges, a structure similar to that which 
revailed in the pre-war period was re- 
stablished. 
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© United States and Canada. 

4 Includes United States, Canada, EEC and EFTA countries 
and Japan. 

© Western Germany, France, Netherlands and Italy. 

f United Kingdom, 

® Continental Europe (Austria, Belgium, Denmark, France, 
Western Germany, Italy, Netherlands, Norway, Sweden and 
Switzerland). 

® World holdings (excluding the Socialist countries). 


(b) Foreign investment and international 
enterprises 

It has already been noted that the United 
States has maintained its leading position as 
regards direct foreign investment. What is 
more, United States direct investment abroad 
has grown very considerably, from an annual 
average of $2,500 million in 1960-1962 to 
$4,500 million in 1966-1968. In contrast, the 
main EEC countries (West Germany, France, 


the Netherlands and Italy) received a net inflow 
of direct investment in the 1960s, mostly from 
the United States (see table 3, item 4(5)). 

The growth of United States direct invest- 
ment is to a considerable extent bound up with 
the rapid development of international enter- 
prises, which in many cases act as conglo- 
merates on the international level and have 
come to represent a third world power in terms 
of their sales volume. 

The large-scale expansion of international 
enterprises, particularly those based in the 
United States, is due to a set of complex 
factors which fall outside the scope of this 
chapter. It has been customary in some analy- 
ses to consider international enterprises as 
mere offshoots or extensions of the national 
economies of the countries from which they 
originate. From this angle, for instance, it 
would be easy to counter the assumption of 
the relative loss of ground by the United 
States if the activities of the various inter- 
national enterprises controlled by United 
States nationals were included as part of that 
country’s economic system. However, it should 
be borne in mind that the external operations 
of international enterprises do not represent a 
mere linear projection of the economy of the 
country in which the parent firm is based. First 
of all, as the foreign subsidies of such enter- 
prises are more integrated into the economy of 
the country where they operate than enterprises 
exporting primary commodities, they are sub- 
ject to a much greater extent to the policies 
and general conditions prevailing there, espe- 
cially if they are located in advanced countries 
with a large measure of economic independence 
or negotiating power. Secondly, it should not 
be forgotten that the bulk of the external 
transactions of international enterprises are 
made up, of expenditure on wages, inputs, 
credits, taxes and even equipment (at least in 
industrialized countries) of local origin, and 
therefore have nothing to do with the economy 
of the country in which the parent firm is 
based.? It is perfectly true, of course, that this 


1 For more information, see The International Corpora- 
tion, a symposium edited by Charles P. Kindleberger 
(MIT Press, Cambridge, Massachusetts and London, 1970); 
Jean-Jacques Servan-Schreiber, Le défi Américain (Editions 
Denéel, Paris, 1967); and a recent ECLA study: ““The 
expansion of international enterprises and their influence 
on development in Latin America” in Economic Survey of 
Latin America, 1970, United Nations publication, Sales 
No: E.72.11.G.1, pp. 265-308. 

22 This obvious but essential aspect has been overlooked 
in studies where the values of United States exports are 
simply combined with the gross income of United States 
foreign subsidiaries. See, for instance, Harry Magdolf, 
“La era del imperialismo”, Monthly Review (Spanish 
edition, Nos. 58-59, Chile, 1968). 
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does not make it any less likely that the parent} 
firm will exert a decisive influence on the mainh 
lines of action and strategic alternatives open} 
to these enterprises, and will consider the over- 
all interests of its international operations as al 
whole before the particular situation of any 0 
its subsidiaries. 

Be that as it may, what is essentially interest- 
ing here is the extraordinary influence of 
international enterprises as the main means of} 
sustaining and expanding the role of the United} 
States in movements of private capital. 


(c) Foreign investment viewed from another 
angle 

When the whole range of international|j 
financial transactions is considered from) 
another angle, it is again seen that the United 4 
States is tending to lose ground, for if weg 
compare the total flows of private capital (i.e., 
including portfolio investment and other forms} 
of financial capital) for five representative § 
European countries,** plus Japan, on the one? 
hand, and for the United States, on the other, , 
we see that in 1963-1965 the net external flows§ 
of private capital were still positive for the® 
first group of countries (that is to say, theres 
was a net inflow of capital to them, amounting g 
to $1,700 million) and negative for the United] 
States, which suffered a net outflow of capital} 
amounting to $4,800 million (see table 3,, 
item 5). This means that even though United 
States investment increased, those European } 
countries and Japan changed to net exporters J 
of private capital. 

These recent trends are brought out even) 
more sharply by a comparison of the growth} 
rates of capital flows to the developing coun- 
tries. Thus, in the period 1964-1969 direct} 
investment by the Western European countries} 
in the developing economies rose by 55 per} 
cent (among the increases were 161 per cent for} 
West Germany; 35 per cent for the Nether- 
lands; 162 per cent for Italy and 106 per cent | 
for the United Kingdom), while direct invest- 
ment by Japan rose by as much as 267 per cent. 
In contrast, the increase in United States direct 
investment was barely 28 per cent, with the 
result that the United States share in total] 
direct investment by the countries of OECD in| 
the developing countries fell from 49 per cent} 
in 1964 to 41 per cent in 1969.24 

Another aspect that illustrates the growing | 


*° West Germany, France, the Netherlands, Italy and 
the United Kingdom. 


4“ OECD secretariat report, October 1970. The figures 
cover the United States, Canada, EEC (except Luxem- 
bourg), EFTA (except Finland), Japan and Australia. 


nportance of the European countries is the 
yle of Eurodollars on the world capital market, 
here they have acquired a position of relative 
dependence vis-a-vis the United States, 
though they have also served the latter as an 
nportant source of financing for its invest- 
ents abroad. 

Lastly, the growth of investment by the other 
eveloped countries in the United States 
self deserves attention. Total foreign invest- 
lent in the United States rose from a mere 
8,000 million in 1950 to $32,000 million in 
967, which is equivalent to nearly 40 per cent 
f the United States own foreign investment.” > 


(d) International gold and foreign exchange 
reserves and the monetary crisis 

The reduced importance of the United 
tates economy is also reflected in the redistri- 
ution of the reserves of the international 
10onetary system. In 1949, the United States 
ossessed nearly three-quarters of the world’s 
old and nearly one-half of the total monetary 
serves. Over the next twenty years, however, 
1e outflow of gold from the United States 
aused the country’s gold reserves to fall by 
bout one-half, to 30 per cent of the world 
upply, while its share of the combined gold 
nd monetary reserves fell even more, to 
1 per cent. Continental Europe’s share of 
yorld reserves of gold and foreign exchange, in 
ontrast rose from 11 per cent in 1949 to 37 per 


25 See United States Department of Commerce, 
atistical Abstract of the United States, 1969, pp. 783-784. 


cent in 1969, or almost double the United 
States share (see table 3, item 6). 

The main cause of this redistribution of 
gold and foreign exchange was the increasingly 
outward-looking attitude of the United States. 
Although the import coefficient remained 
steady at about 5 per cent in the 1960s, a 
decisive effect was exerted by the expansion of 
international enterprises, which has already 
been referred to, and, above all the United 
States political, military and economic com- 
mitments abroad. Thus, the average net annual 
outflows of private capital rose from $1,800 
million in the 1950s to $4,700 million in the 
1960s, while outflows of government capital 
rose from $3,100 to $4,300 million. Conse- 
quently, although the surplus on the trade and 
services balance rose from $2,500 to $5,100 
million over the same period and notwithstand- 
ing the considerable increase in inflows of 
foreign capital to the United States itself, 
the average deficit on financial transactions 
increased from $1,700 to $2,700 million (see 
table 4). 

The weakening of the United States position 
in world trade and the increase in outflows of 
public and private capital from the country 
combined to create a sharp imbalance at the 
end of the 1960s and the beginning of the 1970s 
(see table 4), which led the United States 
Government to introduce a series of drastic 
measures designed, in the main, to adjust the 
economy to the new balance of forces in the 
world. Without underestimating the influence 
of non-economic factors, an analysis of which 


Table 4. United States: summary of international transactions 
(Annual averages in thousands of millions of dollars) 


1971, 

1950-1959 1960-1969 1970 first 

half 

A. Net outflows 
1. Private capital : : . —18 —4.7 —6.9 —4.8 
2. Government capital and transfer 
payments —3.1 —4.3 —4.7 —3.0 
Sub-total: 1+2 —4.9 —9.0 —11.6 —7.8 
B. Net inflows 

3) =p on trade and services 25 D1 Sha/ 1.4 
(a) Merchandise ; 2.9 4.1 21 —0.4 
(b) Military expenditures . —2.3 —2.7 —3.3 —1.3 
(c) Services : ; 1.9 Se0/ 49 3h 
4. Foreign capital 0.3 2.2 4.4 —0.1 
Sub-total: 3+4 2.9 7.4 8.1 ils} 
5. Errors and omissions : 0.3 —1.1 —1.1 —3.5 
Total (on the basis of liquidity) . —1.7 —2.7 —4.6 — 10.0 
Movements of liquid assets —1. —2.2 —2.1 —9.1 
Movements of official reserves —0.4 —0.5 —2.5 —0.9 
Gold . —0.5 —0.8 —0.8 —0.6 


Source: United States Department of Commerce, Survey of Current Business, various issues. 
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is not within the scope of this chapter, there 1s 
no doubt that this readjustment may be 
considered as a reflection of the changes in the 
relative positions of the developed countries. — 

Another and more complicated problem is 
that of diagnosing the causes for this decline, 
which are many and complex. Of course, one of 
the main hypotheses would be that of United 
States industry’s gradual loss of industrial and 
technological superiority.*° This explanation, 
which could be considered as a basic statement 
of the facts, could be supplemented by a more 
precise judgement given in an official study, 
namely: “... the higher rates of capital invest- 
ment abroad, specially in Germany and Japan, 
resulting from the need to replace war damages 
and from the greater stimulus of faster-growing 
national outputs, means that the other OECD 
countries tend to have larger proportions of 
new, more efficient plant and equipment than 
does the United States”’.?” 

It should also be borne in mind that the 
emergence of a mass market based on higher- 
cost durable goods is bound to have had a 
dynamic impact on the economies that were 
not yet so far along the road towards the 
situation of such a market. Lastly, account 
should be taken of phenomena such as the 
progress of European integration, the relative 
decline in military expenditure in the other 
industrialized countries, and the influence, at 
least in Europe, of United States investment. 


4. DIFFERENTfATION WITHIN THE WORLD 
ECONOMIC SYSTEM: 
THE SOCIALIST COUNTRIES 


The differentiation within the group of the 
developed countries should be studied side by 
side with the emergence in the early post-war 
years of a new socio-economic group, namely, 
the group of socialist countries (or countries 
with centrally-planned economies). 

The emergence of this group was undoubt- 
edly a development of fundamental importance, 
since it added a new dimension to the bi-polar 
structure of the past, which consisted simply 
of the two broad groups of the capitalist 
industrialized countries and the underde- 
veloped countries.7° 

As already noted, the socialist countries of 
Europe showed a dynamic rate of growth in 
the post-war period, although the process 


7° See M. Boretsky, “Concerns about the present 
American position in international trade”, quoted in 
National Planning Association, U.S. Foreign Economic 
Policy for the 70s (November 1971). 

27See National Planning Association, op. cit. 

28 The economic influence of the Soviet Union abroad 
was of course very small in the pre-war period. 


i) 
Ne 


slackened somewhat in the 1960s, when their } 
domestic growth rates fell more into line with || 
those of the other two main groups (see table 2, | 
item 1). 
On the other hand, the socialist countries’ | 
share of world trade in the mid-1960s (12 per 
cent) was much less than their share in the | 
world product (27 per cent). Although their 
share of trade rose from 6 per cent in 1948 to | 
12 per cent in 1960, it dropped slightly (to 11 | 
per cent) towards the end of the 1960s. It may 
be noted, in passing, that this share is roughly | 
the same as that of the same geographical area ~ 
(the present-day European socialist countries) 
in the pre-war period. These ratios contrast | 
with those for the other two groups, whose || 
share of world trade is greater than their share || 
of the world product (see table 2, items 1 and 2). | 
The relatively inward-looking economic de- 
velopment of the socialist countries in the 
post-war years is the counterpart of their high 
degree of internal integration. The share of 
intra-area trade in the total exports of the area 
went up from 44 per cent in 1948 to 61 per cent 
in 1970, thus approaching the degree of internal 
cohesion of the much broader and more 
diversified group of development capitalist 
countries and considerably surpassing the cor- 
responding levels for the EEC and EFTA.?° 
Moreover, the high degree of commercial 
integration in the socialist economies has been 
made an important stimulus to industrializa- 
tion in general and the promotion of trade in 
industrial products in particular. The propor- 
tion of manufactures in the total exports of the 
socialist countries rose from 49 per cent in 
1955 to 60 per cent in 1970, thus bringing about 
a notable change in the pattern of the external 
division of labour (see table 2, item 2 (e)). 
These structural changes were much more 
pronounced in the relatively less developed 
socialist countries, such as Bulgaria, Poland 
and Rumania, which were gradually being 
integrated into the market of the CMEA? 
through industrial and commercial co-opera- 
tion.* The economic levels of the different 
countries of the group thus showed a con- 
vergent trend. 


*° In 1970, the share of intra-area trade in total exports 
was 49 per cent in the case of the EEC and 25 per cent in 
the case of EFTA (see table 3, item 3 (c)). 

°° Council for Mutual Economic Assistance: the 
economic integration agency of the socialist countries of 
Eastern Europe. 

a Thus, for instance, between 1953 and 1968 industrial 
production rose at an average annual rate of 12.8 per cent 
in Bulgaria and 12.1 per cent in Rumania. Between 1950 
and 1966, the share of manufactures in total exports rose 
from 2 to 33 per cent in Bulgaria and from 23 to 53 per 
cent in Poland (see table 2). 


It may be recalled that in the 1960s a rift 
veloped between the socialist countries of 
stern Europe and the People’s Republic of 
una. In 1960, the trade of China and the other 
clalist countries of Asia (the Democratic 
ople’s Republic of Korea and the Demo- 
utic Republic of Viet-Nam) with the CMEA 
1ounted to around $1,400 million, or 9 per 
nt of the total imports of the socialist 
untries, but by 1970 this trade had dropped 
the level of barely $990 million (3 per cent 
the total). The decline in trade with China 
is all the greater if it is assumed that trade 
th the Democratic Republic of Viet-Nam 
sreased as a result of the provision of military 
d economic aid to that country by the Soviet 
nion and the other socialist countries of 
istern Europe. 


5. RELATIVE MARGINALIZATION AND NEW 
FORMS OF DEPENDENCE OF THE DEVELOPING 
COUNTRIES 

In its classic phase, the system of centre- 
riphery relationships functioned on a neat 
d tidy basis that could be envisaged as a 
‘cular process involving two currents. On the 
ie hand was the flow of primary products 
wards developed countries; on the other, that 
industrial goods towards those on the 
riphery. These currents were accompanied 
‘movements of capital which served for the 
Ost part to increase import and export 
pacity (by means of investment in the foreign 
ide sectors of developing countries), this 
penditure being serviced and paid back out 
export earnings. In proportion as they 
anded their imports of raw materials and 
nsfers of capital, the industrialized countries 
ainly the United Kingdom) provided the 
cessary resources for the primary-exporting 
ntries to step up their purchases of manu- 
tures and pay back investment from the 
other country”. 

These relationships were founded on the 
vailing international division of labour and 
re functional inasmuch as they promoted a 
amic, albeit unstable, expansion of trade 
een the two major categories of countries 
the world.*? Be that as it may, it is obvious 
t, as far as the developing countries were 
cerned, the arrangement implied a kind of 
ndency both because their growth was 
ost totally subordinated to external demand 


Between 1876-1880 and 1911-1913, for example, 
Jd trade in primary products and trade in manufactures 
eased by virtually the same amount. See Fritz Stein- 
, Capitalismo o socialismo (Mexico, Fondo de Cultura 
nomica, 1954). 


and because the central economies exercised a 
decisive influence in such vital matters as the 
allocation of investment and choice of tech- 
nologies. 

The changes that have taken place during 
the past twenty years have substantially modi- 
fied this pattern, however. 


(a) Relative marginalization 

In the first place, there has been a relative 
weakening in various ways of the links and 
currents that held the two large groups to- 
gether, either as a result of the growing integra- 
tion of developed economies or because of the 
limitations inherent in the classic, but. still 
dominant, pattern of international division of 
labour. 

The relative weakening of the ties between 
the two groups of countries can be seen at both 
the commercial and financial levels. As regards 
trade, this weakening is seen in the drop in the 
developing economies’ share of the total 
imports of developed countries, which, as may 
be seen from item 1 of table 5, fell from 31 per 
cent in 1948 to 18 per cent in 1970 (having stood 
at 26 per cent in 1938). The trend was even 
more marked in Latin America, whose share 
declined from 13 per cent in 1948 to 5 per cent 
in 1971. 

This effect is the result of both what used to 
be called the “‘industrialization of trade” and 


Table 5. Developing countries: their declining relative 
importance in world trade 


Developing 


Period/ : Latin 
Item countries ‘ 
year tel America 
1. Percentage share of 
the developing coun- 
tries in total imports 
of the developed 
countries Bel 938 26 8 
1948 31 13 
1960 24 8 
1965 21 6 
1970 18 5 
2. Elasticity of imports 
of the developed 
countries with res- 
pect to the GNP 
Total . . 1955-1967 (1.72) 
Food . . 1955-1967 1.10 
Raw materials . 1955-1967 0.81 
3. Percentage share of 
total United States 
direct investment 1950 49 38 
1968 28 16 


ee a ee en ee ee 

Source: See table 2 and UNCTAD, Review of International Trade 
and Development, 1970 (United Nations publication, Sales No.: 
By tll Di); pe i0, 
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of the low product-elasticity of the demand 
of the developed economies. This latter factor, 
which has been extensively commented upon 
in previous ECLA studies, is clearly illustrated 
in item 2 of table 5, which reveals that the rele- 
vant coefficients for 1955-1967 were 1.10 for 
food and only 0.81 for raw materials.°? 

As regards financial relations, it is sufficient 
to recall what has already been stated with 
regard to the percentage share of developing 
countries in total United States direct foreign 
investment, which fell from 49 per cent in 
1950 to 28 per cent in 1968, the respective 
figures for Latin America being 38 per cent and 
16 per cent (table 5, item 3). 

Taken together, these two factors indicate 
that the developing areas, particularly Latin 
America, are tending to lose their importance 
in the world economic system: in other words, 
they are undergoing a process of relative 
marginalization. 


(b) New forms of dependence through the 

flows of financial resources 

These trends must, however, be taken in 
conjunction with other opposite trends which 
suggest that the ties between the developing 
and the developed economies have been 
tightened and that some significant transforma- 
tions have occurred in the way in which the 
developing countries fit into the world system. 
For the most part, these phenomena have to 
do with flows of financial resources, though 
there are other effects which stem from the 
trade in goods. 

It must be borne in mind from the outset 
that there has been an increase, in absolute 
terms, in the total capital inflow (+81 per cent 
between 1960 and 1979), and this increase is 
not incompatible with the fact that the develop- 
ing countries’ share in total foreign capital has 
declined and that their capital inflows represent 
a smaller proportion of the GNP of the 
developed countries (table 6, items D and F). 

The outstanding feature in this aspect of the 
changing financial position of the developing 
countries is the growing importance of in- 
stitutional financing: i.e., that provided by 
international or regional agencies or by the 
governments of developed countries. As can be 
seen from table 6, the share of institutional 
loans and guaranteed export credits in the 
developing countries’ total capital income rose 
between 1960 and 1969 from 11 to 27 per cent 
and from 5 to 14 per cent, respectively. Over 
the same period, the share of these items, plus 
in Latin 


33 See, inter alia, Problems 


America, op. cit. 
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Percentage 


1960 196 
A. Total private capital. 38 42 
1. Total investment . 33 28 
(a) Direct invest- 
menty © : 24 19 
(b) Portfolio 
investment . 9 9 
2. Guaranteed export 
credits F , 5: 14 
B. Total institutional 
capital . . ; 59 33 
1. Total loans . ) 11 27 
(a) From Govern- 
ments . : 8 22 
(6) From multilat- 
eral agencies . 3 5 
2. Grants from Goy- 
ernments and mul- 
tinational agencies 48 28 
C. Capital deriving from 
Socialist countries . 5} 2 
D. Total inflow of capital 100 100 
E. Export credits, loans 
and grants (A.2+B) 
as a percentage of 
total imports . ; f5 
F. Total net flow of capi- 
tal to developing coun- 
tries as a percentage 
of the GNP of DAC 
countries” E : 0.81 0.75 


Source: UNCTAD, Review of International Trade and Develop- 
ment, 1970, op. cit., pp. 25, 51 and 98. ‘ 
* Preliminary figures. i 
> Australia, Austria, Belgium, Denmark, Federal Republic of } 
Germany, France, Italy, Japan, Netherlands, Norway, Portugal, 
Sweden, Switzerland, United Kingdom, United States. ; 


grants, in the financing of the imports of de- 
veloping countries increased from 15 to 19 perf 
cent. 

The tendency is even more noticeable inf 
Latin America, where the proportion of institu- H 
tional loans rose from 30 to 66 per cent between jj 
the 1950s and the 1960s. During the 1960s, | 
loans and grants financed 11 per cent of the 
region’s imports—almost three times more than jj 
in the previous decade (see table 7). i 

This trend has led to a substantial change in} 
the composition of the total capital income of | 
developing countries, as may also be seen from } 
the smaller role played by private direct and | 
portfolio investment, which dropped from 33 to 
28 per cent of total capital income between 
1960 and 1969. There was a similar, though } 
even greater, change in the proportion of total 
capital income accounted for by grants from 


able 7. Latin America: composition of net inflow of capital 
(As a percentage of cumulative values, by decades) 


Percentage Index 
1960-1969 
1950-1959 1960-1969 1950-1959 
1. Direct investment . 64 27 84 
2. Totalloans . : 30 66 453 
3. Official grants : 6 7 232 
4. Totalinflow . 100 100 203 
5. Total loans and 
grants asa percentage 
of the region’s im- 
ports. : F 4 11 — 


3OURCE: ECLA, Economic Survey of Latin America, 1970, op. cit., 
rt two. 


Overnments and multinational agencies 
able 6, items A.1 and B.2). For all these 
langes in the composition of capital income, 
would be wrong to underestimate the signifi- 
ince of the relative decline of one particular 
ymponent, namely, direct investment, whose 
are dropped from 24 to 19 per cent between 
64 and 1969. This type of investment has 
layed a crucial role in the evolution of the 
>veloping countries over the past twenty years 
specially in the 1960s), not so much because of 
; increase in absolute terms (48 per cent 
stween 1960 and 1969) as because of the new 
jaracteristics of this kind of investment, which 
is mainly been channelled into production for 
¢ domestic market through the expansion of 
ternational enterprises. These are precisely the 
nges that have paved the way for new 
jationships and new kinds of dependence of 
e developing countries (or at any rate many of 
em) within the world system. 


(c) Main periods of foreign investment 
Foreign investment in Latin America has 
ne through three main phases: 

(i) The period when all Latin American coun- 
es were purely primary-exporting economies, 
d basic investment, which was made either 
ectly by agents of foreign companies or 
irectly through Government credits, was for 

most part channelled into activities con- 
cted with foreign trade. Domestic saving was 
gely confined to private and public construc- 
n, to other sectors that served the limited 
mestic market, and to certain areas of 


out the mid-1950s. By and large, foreign 
estment declined during this period, except 
| the case of some projects of strategic 


importance (such as the iron and steel industries 
of a few countries in Latin America). It was 
domestic saving, created or mobilized mainly 
by taxing the export sector or by introducing 
differential exchange rates, and inflation, with 
all its attendant evils and repercussions, that 
provided resources for the new field of import- 
substituting industrialization; 

(iii) In the next period, which is still in effect, 
foreign investment has resumed its importance, 
particularly in qualitative terms. While it may 
be true that its share in the region’s total invest- 
ments has not risen to any great extent, it has 
become very important and—particularly in the 
relatively more developed economies with 
larger markets in absolute terms—has proved 
to be a vital factor in the development of new 
areas of import substitution-oriented indus- 
trialization. It would not be too much to suggest 
that these investments and their principal 
vehicles, the international enterprises, are 
largely responsible for the economic recovery 
or sustained growth that has occurred in the 
second half of the 1960s, following a period 
which to a greater or lesser degree was 
generally thought to herald a phase of stagna- 
tion. 


(d) New forms of direct investment in 
Latin America 


Although this is not the place to review the 
countless arguments for and against direct 
foreign investment,** certain aspects of such 
investments are relevant .to the subject of this 
section in so far as they concern the new kinds 
of links that have developed between the 
developing countries (in this case, Latin 
America) and the industrialized economies from 
which the investments originate. 

Between 1950 and 1968, the cumulative 
volume of United States direct investment (see 
table 8) rose from $4,600 million to $13,000 
million, pushing up the United States share in 
total direct investment in Latin America from 
49 to 59 per cent. During the 1960s, United 
States investment in the region had an average 
annual growth rate of 5.6 per cent for the 
economy as a whole, but more than twice that 
figure (12.8 per cent) in the case of investments 
in manufacturing activities. 

The second element to be borne in mind, 
which is in contrast to the preference shown in 


34 Among recent studies, see the documents submitted 
to the International Seminar on Foreign Investment 
Policy and the Transfer of Technology in Latin America 
(Santiago, Chile, 24-30 October 1971) organized by the 
Latin American Institute of Social Research and the Latin 
American School of Political Science and Public Ad- 
ministration. 
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the past for investments in the export sector, 1s 
the fact that most of the new investments of 
capital have been directed mainly or exclusively 
to activities (especially industrial activities) 
connected with the domestic market. Most sub- 
sidiaries of international enterprises have been 
established in the most dynamic or strategic 
industries, so that in 1965, for example, chemi- 
cals, paper, rubber products, metal products 
and machinery accounted for 69 per cent of the 
total sales of such manufacturing subsidiaries 
(see table 8, item 2 (5)). 

The “‘industrialization” of United States 


Table 8. Direct United States investment in Latin America 


Item Period/year 


1. Volume and distribution 
(a) Cumulative volume (in 
thousands of millions of dollars) 1950 
1960 8.4 
1968 


(b) Average annual growth rate: 


Totaly. 1960-1968 5.6 
Manufactures : 1960-1968 12.8 
(c) Manufactures as a percentage of 

the total: 

Latin America 1968 31 
Argentina . 1968 64 
Brazil 1968 69 
Mexico . : ‘ 1968 68 

(d) United States investment as a 
percentage of total foreign in- 
vestment in Latin America 1950 49 
1969 59 
2. Value and structure of sales by sub- 
sidiaries 
(a) Sales by subsidiaries as a per- 

centage of domestic production: 

Argentina and Brazil . . 1963 and 1965 11.0 
Mexico ; ‘ 1965 17.0 
(b) Percentage participation of 

strategic industries? in: 

(i) Total sales by subsidiaries . 1965 69 

(ii) Industrial added value of 

Latin America . : : 1963 43 
(c) Exports as a percentage of total 
sales by subsidiaries: 
(i) Mining 1957 45 
1965 42 
(ii) Manufactures . 1957 4 
1965 7 


3. Financing of investment 
Subsidiaries’ own funds and other 
local funds as a percentage of 


total direct investment 1957-1959 67 


1963-1965 91 


SourcE: ECLA, Economic Survey of Latin America, 1970, op. cit., 
part Four. 

“Only eight countries (Argentina, Brazil, Chile, Colombia, 
Mexico, Peru, Venezuela and Panama), but these accounted for 
94 per cent of total foreign investment in the region (ECLA estimate). 

» Paper, chemical, rubber products, metal products and machinery 
industries. 
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investment was far more pronounced in thes 
large countries—Argentina, Brazil and Mexicoy 
—where the manufacturing sector absorbedg 
from 64 to 69 per cent of the cumulative totallj 
around 1968. The effect of United States ente 
prises on the over-all economic growth rate o1 
these countries can be judged from the fact th t 
the sales of such enterprises represented 11 toy 
16 per cent of domestic production (see table 8) 
items l(c) and 2(a)). At the same time, 74 per) 
cent of United States manufacturing investment} 
in Latin America in 1968 went to these threej 
countries. 

This trend introduces an obvious conflict} 
between the foreign exchange that a countryj 
needs to service and repay such investment andj 
the foreign currency that it brings into the 
country. For example, the share of exports in 
total sales of United States maniac 
subsidiaries was barely 4 per cent in 1957 andi 
7 per cent in 1965, a far cry from the corres- i 
ponding figures for the mining sector (excluding 
petroleum, on which no comparable data arej 
available) which were 45 and 42 per cent! 
respectively (see table 8, item 2(c)), although it} 
goes without saying that this comparison is not} 
intended to imply any kind of judgement on the 
relative advantages or disadvantages of thex 
different types of investment. 


The conflict that arises from the limited 


= os 


expansion of the external market, and thus from 
the inability of the new type of investment to 
generate foreign exchange, is aggravated by) 
other factors, such as the following: | 

(i) Both the establishment and the operation#f 
of the productive units of most dynamic 
activities involve a considerably larger imported 
component than do _ traditional industries. | 
This is the case not only with material come) 
ponents such as equipment and inputs, but also 
with financial and management costs andi 
expenditure on technology. To a certain extent,| 
the outcome is a reverse-substitution process ini 
which national components are replaced by) 
foreign components. Plastics and synthetic\ 
fibres are just one of many examples of this kind! 
of input substitution; 

(ii) Because they are mostly established in the# 
faster-growing sectors and benefit from# 
measures of protection as well as, in many} 
cases, special incentives, these enterprises set 
up by foreign investors enjoy different advan- 
tages from national enterprises and earn rela} 
tively high profits (as well as being able to offer} 
better-than-average wages and working cone} 
tions); 

As far as local legislation and the balance-of 
payments situation permit, part of these profits# 
are transferred abroad, but another, and often} 


er, part has to be reinvested in the host 
ntry, either in the sector in which the profits 
e earned or elsewhere. This accumulation 
ocally-generated capital is eventually con- 
ed into foreign capital or assets, thereby 
nsifying the actual or potential pressure on 
balance of payments and accelerating the 
ign takeover of the developing economies. It 
his phenomenon that has made clear the 
J to treat profits deriving from the actual 
isfer of foreign capital differently from those 
erated locally; 

ii) The situation which has arisen with 
ird to savings and credit in general is linked 
1 the foregoing and has occasioned con- 
table concern and discussion in a number 
Latin American countries. The strategic 
ition of the new type of investment and the 
ure of some of the principal goods it pro- 
es—such as the more expensive consumer 
ables—mean that a substantial volume of 
ncial resources is drawn into its orbit and 
s towards meeting its requirements. Con- 
uently, at the same time as the relative 
sss of other sectors to the available savings 
credit resources diminishes, the flow of 
ds from abroad becomes less important. 
$ situation is substantiated by the rapid 
ease in the share of ‘subsidiaries’ own 
ds and other local funds” in the total 
sstment in Latin America by United States 
srprises. This share rose from an annual 
rage of 67 per cent in 1957-1959 to 91 per 
t in 1963-1965: in other words, during the 
sr period only 9 per cent of this type of 
stment was financed from the mother 
try of the international enterprises (see 
e 8, item 3). 


(e) Repercussions of the new type of 
direct investment 

eference has already been made to the 
ious influence of private investment in 
nt times on the dynamism, modernization 
diversification of most Latin American 
omies. It is nevertheless an incontrovertible 
that the composition of the new type of 
stment has to a large extent reproduced the 
erns of consumption of the developed 
tries, which correspond, of course, to far 
er per capita incomes. 

* consequences of this fact have been 
ined in several studies.*° It is sufficient 
to recall the trend that develops towards a 
ter concentration of income and the 


See, for example, Economic Survey of Latin America, 
op. cit., pp. 55-72, and ECLA, Economic Bulletin 
tin America, vol. XVI, No. 2, second half of 1971. 
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mobilization of massive financial resources so 
as to maintain and expand demand for the 
kinds of goods that are typical of these patterns 
of consumption. It will be appreciated, of 
course, that the present discussion of the 
problem is not concerned with the degree of 
usefulness of the products in question, but 
simply with the compatibility of the prevailing 
method of allocating resources with the pattern 
of allocation that might be called for to meet the 
basic necessities or requirements of the vast 
majority of the population. 

Finally, it may be noted that the trend 
towards the domestic production of the more 
expensive consumer durables has rendered 
customs and exchange measures designed to 
limit their consumption almost totally ineffec- 
tual—except as far as providing protection for 
the local manufactures of those goods is con- 
cerned. Furthermore, the increasing significance 
of these activities as a status symbol in develop- 
ment and the renewed impact of the demon- 
stration effect and the publicity media used 
make it extremely difficult to impose domestic 
restrictions on their expansion. 


(f) The technological impact 


Another aspect of this question that calls for 
consideration is the impact of the transfer of 
technology that the new investment entails. 

One cause for anxiety is the discrepancy that 
exists between the technologies used and the 
availability and relative costs of existing factors 
of production and, even more, the effect of such 
technologies on employment. While the so- 
called modern sector has admittedly been 
generous enough in the number of employment 
opportunities it has created either directly or 
indirectly, its existence has at the same time 
blocked many openings in activities of lower 
productivity, such as small-scale industry and 
the retail trade, and this situation has been 
aggravated by changes in the pattern of demand 
and distribution of income. 

Moreover, just as the transfer of more 
advanced technology does not necessarily imply 
the transfer of the capacity to develop tech- 
nology, so the close ties between subsidiary and 
parent company represent a kind of bondage 
militating against the selection of other forms 
of know-how that may be more efficient or 
more suited to local conditions. 


(g) The effect on the balance of payments 

In the final reckoning, the effects of the new 
ties and relationships between the developing 
countries and the central economies are felt in 
the balance of payments. The problem can be 
appreciated in concrete terms from an examina- 


tion of the financial flows, since the trade 
balance has traditionally been in Latin 
America’s favour. 

These flows are given in condensed form, for 
the developing countries as a whole and for 
Latin America alone, in table 9, It will be seen 
that, for the developing countries as a whole, 
total profits and interest from foreign invest- 
ment and loans doubled between 1960 and 
1969. Since export earnings and capital inflow 
increased less rapidly during this period, the 
share of such profit and interest payments rose 
from 13 to 15 per cent of total export income 
and from 49 to 55 per cent of the total capital 
inflow. 


Table 9. Developing countries: flow of profits and interest on 
foreign capital 


Item Period/year 
A. Total developing countries 
Profits and interest (thousands of 
millions of dollars) 1960 3.5 
1969 7.0 
1969 
Index 1960 200 
Percentage of export earnings 1960 13.4 
1969 14.9 
Percentage of total capital inflow . 1960 49 
1969 55 
B. Latin America 
1. Profits and interest (cumulative 
value, by decades, in thousands 
of millions of dollars) 1950-1959 ~=—-:110.3 
1960-1969 = 18.1 
1960-1969 
Index . 1950-1959 176 
Profits and interest as a per- 
centage of 
(i) Export earnings 1950-1959 12.4 
1960-1969 =—-:15.3 
(ii) Total capital inflow . 1950-1959 119 
1960-1969 103 
2. Difference between net United 
States direct investment and re- 
mittances to that country 
(thousands of millions of 
dollars) 1960-1968 —6.7 


Cumulative trade balance 1960-1968 +5.6 


Source: See tables 6 and 7 and ECLA, Economic Survey of Latin 
America, 1970, op. cit., part Four. 


In Latin America’s case, the financial rela- 
tionships have been even more contradictory.*° 
Between the 1950s and 1960s, the average 
outflow of capital, expressed as a percentage 
of export earnings, increased from 12 to 15 


°° Bearing in mind that the relevant figures are not 
entirely comparable. 
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per cent and, in both decades, exceeded th 
total net inflow of foreign capital. The situatiog 
becomes even clearer if United States direg| 
capital investment is compared with remittance 
of profits from United States subsidiaries 
The balance was negative for Latin Ameria 
during the period 1960-1968 to the extent « 
about $6,700 million, which was more than 
region’s positive trade balance of $5,600 millia 
(see table 9, items B.1 and B.2). 


(h) Terms of trade 


Remittances of profits and interest on diree 
investment, to which reference has just bee 
made, may be taken in conjunction with th 
losses sustained as a result of the worsenin 
terms of trade, the deterioration of which 
part and parcel of the prevailing internationa 
division of labour. | 

Following the Second World War, work 
prices of manufactured products rose fasté 
than prices of primary products. Consequentl 
the terms of trade between exporters of man 
factures and exporters of raw materials change 
to the detriment of the latter. On the basis ¢ 
average annual values, Latin America’s term 
of trade deteriorated by 23 per cent betwee 
1951-1955 and 1966-1970. As a result, ther 
was a relative decline in the purchasing powe 
of the region’s exports, and Latin Americ 
found itself paying more in physical terms fe¢ 
the same volume of manufactures produced 
developing countries. Between the two five-yeé 
periods in question, the region had to increas 
the volume of its exports (at 1963 prices) 
86 per cent so that its purchasing power coull 
rise by a mere 43 per cent. In other words, haa 
the increase in actual export earnings wet 
to the developed countries because of th 
deterioration in the terms of trade (see table 100 

The situation is so serious that there is goa 
reason to suppose that it has consistently bee 
one of the main factors in the outflow ¢ 
resources and income from the developi 
countries. | 

This assumption is substantiated by the fai 
that Latin America sustained an averag 
annual loss of $3,400 million between 1966 an 
1970 owing to the deterioration in its terms ¢ 
trade, while remittances of profits and intere? 
on direct investment over the same _perici 
amounted to $1,600 million (see table 10, itent 
3(c) and 4). 


(i) External indebtedness and debt servicing | 
The disparate evolution of income ar 
external commitments has led to a kind 4 
vicious circle of indebtedness, whereby th 
negative balance on current account has to t 


le 10. Latin America: terms of trade and purchasing power 
of exports 
(Annual averages in thousands of millions of dollars) 
SS eee eee 


Index 
1951-1955 1966-1970 1951-1955 
= 100 

Exports 
(a) Current prices 7,672 12,360 161 
(6) 1963 prices® 5) houlhsil 11,422 186 
Terms of trade (1963 
= 100) . : 130 100 77 
Purchasing power of 
exports 
(a) In real terms 7,971 11,422 143 
(6) If the terms of 

trade effective in 

1951-1955 had 

been maintained. 7,971 14,848 186 
(c) Loss sustained as 

a result of worsen- 

ing terms of trade — — 3,426 
Profits on direct in- 

vestment —1,617 


SOURCE: ECLA, on the basis of national statistics. 

Volume of exports. 

Calculated on the basis of the average volume of exports between 
6 and 1970 and the average terms of trade between 1951 and 1955. 


vered by more and more external financing, 
ich in turn entails a steady increase in pay- 
ents abroad, leading to increasing pressure on 
port capacity and thus posing yet again the 
ed for additional external financing. 
Between 1950 and 1969 the public debt 
creased eightfold, from $2,200 million to 
7.6 million, so that by the end of the 1960s 
was almost as high as the cumulative direct 
vestment, which stood at $17,900 million (see 
ble 11, items 1 and 2). 

The effect of the region’s debts on its balance 
payments is illustrated by the proportion of 
port earnings absorbed by amortization and 
terest payments, which rose from 7.2 to 23.8 
r cent between the first half of the 1950s and 
e second half of the 1960s and thus con- 
lerably exceeded the proportion of export 
mings absorbed by payments of profits and 
preciation on direct investment, which 
creased from 11.3 to 13.2 per cent. All in all, 
e servicing of foreign capital absorbed 
‘per cent of the region’s exports between 1965 
id 1969 compared with 18.5 per cent between 
50 and 1954 (see table 11). 


(j) Changes in trade relationships 
Although the main changes in the relation- 
ips between the developing countries and the 
ntral economies have to do with the composi- 
yn and size of direct loans and investments, 


there have also been changes in the trade in 
goods and services. 

Reference must once again be made in this 
connexion to the increase in the share of manu- 
factured products in the total exports of the 
developing countries, which rose between 
1955 and 1969 from 13 to 24 per cent (from 
9 to 17 per cent in the case of Latin America). 
An UNCTAD study of the 1960s indicates that 
exports of manufactures from developing coun- 
tries went up by 14.3 per cent annually, raising 
their share of the world trade in industrial goods 
from 4.3 to 5.6 per cent.>” 

Though these changes have had no profound 
effect on the traditional international division 
of labour, they may sooner or later pave the way 
for a new, more dynamic and profitable role 
for developing countries in the world system. 
This accounts for the attention which they have 
received in the International Development 
Strategy and in the national programmes of the 
peripheral countries. 

The foregoing remarks and data can be 
summed up in two facts that reveal an inherent 
contradiction in the new set of relationships 
that have been evolving over the past twenty 
years. 

First, there is the fact that despite the 
expansion of their exports in absolute terms, 
the world trading position of the developing 


37 See UNCTAD, Review of Trade in Manufactures of 
the Developing Countries, 1960-1970. Report by the 
UNCTAD Secretariat. (Document TD/111, December 
1971.) 


Table 11. Latin America: external indebtedness and debt 
servicing 
(Thousands of millions of dollars) 


Year or period Value 


1. Public debt* 1950 DM 
1969 17.62° 
2. Direct foreign investment® 1950 7.38 
1969 17.93 
3. Servicing of foreign capital as a 
percentage of total exports 
(a) Amortization and interest on 
the debt 1950-1954 72 
1965-1969 23.8 
(b) Profits and depreciation of 
direct investment 1950-1954 = 111.3 
1965-1969 = 113.2 
(c) Total service payments on 
foreign capital . 1950-1954 18.5 
1965-1969 37.0 
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Source: ECLA, on the basis of official statistics. 

® At year’s end, including amounts not yet disbursed. 
> Western hemisphere. 

© Cumulative investment at year’s end. 


countries has been weakened, particularly in 
the case of Latin America. From this point of 
view, it can be said that the developing coun- 
tries are now less necessary to the functioning 
of the central economies than they were in the 
ast. 

: Secondly, the growing financial ties estab- 
lished by direct loans and investments have 
meant a steady increase in the commitments of 
the developing countries, leading to greater 
indebtedness and intense pressure on their 
balance of payments. 

It is reasonable to suppose that these con- 
flicting trends will eventually have to be recon- 
ciled one way or another. The International 
Development Strategy and the UNCTAD 
programme seek to achieve precisely this 
objective, either by giving all exports from 
developing countries easier access to world 
markets or by developing another system of 
financial relationships that will be less of a 
burden for these countries and more effective 
in promoting their development. 


6. CHANGES IN THE RELATIVE SITUATIONS 
OF THE DEVELOPING AREAS 


Since the Second World War the developing 
countries have developed in different ways and 
degrees and have therefore become less 
homogeneous as a group, both because of 
internal changes in their economies and 
because of the particular turn their relations 
have taken with the developed countries. 


(a) Differences between the developing regions 

There are considerable differences between 
Africa and Asia on the one hand and Latin 
America on the other (see table 12). The per 
capita gross domestic product in Latin America 
around 1965 was $370, much higher than 
Africa’s $140 and Asia’s $110. Furthermore, 
Latin America is distinguished by a higher level 
of industrialization than the other two regions, 
and its total industrial product is almost as 
great as that of the other two regions put 
together. 

Latin America’s comparative lead over 
Africa and Asia continued during the post-war 
period in terms of total gross product, but 
declined with respect to foreign trade, since its 
share in world exports fell from 11 per cent in 
1948 to 5 per cent in 1968, while the share of the 
other two regions declined comparatively less 
over the same period, Africa’s share falling 
from 6 to 4 per cent, and Asia’s from 13 to 8 per 
cent. Furthermore, during the 1960s the share 
of Africa and Asia in world trade remained 
steady, whereas Latin America’s share con- 
tinued to contract. 
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As far as the share of intra-regional trade ii 
the total exports of each region was concerned 
this share rose slightly in the case of Lati 
America, while it contracted in Africa and Asi 
(see table 12, item 3(c)). It may reasonably b 
supposed that Latin American integratio 
helped to increase trade relations within th 
region, as did the increased diversification of th 
structure of production. ver q 

Contrasting with the marked decline in Lati: 
America’s share in world trade in the post-wai 
period is its large share of total foreign investi 
ment, particularly investment in manufacturing 
In 1965, for example, Latin America accounte 
for only one-third of the trade by all developin; 
countries, but in the following year it absorbe 
53 per cent of the total investments (65 pe 
cent of the investments in manufacturin 
made by the DAC countries in developin 
areas. Latin America also maintained its high 
share in the annual flow of foreign investment— 
especially that directed towards industry—d 
ing the second half of the 1960s (see table 12] 
item 4). 

All this suggests that Latin America is in ¢ 
relatively more marginal position as regardl 
foreign trade, but in a less marginal position a! 
regards foreign investment. 

Two assumptions can be made on the basii 
of the foregoing: first, that Latin America’ 
advance over other areas, especially witli 
respect to industrial development, is the reason 
or explanation for the fact that it is more 
closely linked to the central economies ai 
regards foreign investment, and second, tha 
the less important role played by its primary 
sectors, and the fact that its industrial develop: 
ment has been inadequate or inward-lookingg 
are partly responsible for its relatively greater 
loss of ground in world trade. A third and some: 
what more speculative assumption may bé 
inferred from these two, namely that what has 
happened in Latin America, with all the atten. 
dant problems, may be an indication of the 
way matters are likely to go in other parts 09 
the developing world, in so far as there may bé 
a repetition of the pattern of transition from 4j 
primary-export model of growth to growth 
based on import-saving or inward-looking 
industrialization. 


! 


us 


(b) Relations between the developing regions | 
and the developed countries | 

The main links between the developed an& 
the developing world are between Europe and 
Africa (and also between Europe and parts of 
Asia); between the United States and Latin 
America; and between Japan and Asia. It ig 
immediately obvious that to a large extent these 


| 
| 
| 
| 
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Table 12. Growth of the developing countries, by regions 
Se 


Period, Lati Total 
Item a / Je Africa Asia developing 
countries 
1. Total gross domestic product 
(a) Percentage of total developing 
countries . : ‘ 1963 38 21 41 100 
(6) Average annual growth rate 1950-1969 D2 te 4.6° 5.0 
1960-1969 5.1 a 5.18 5.1 
(c) Per capita (dollars) . 1965 370 140 110 160 
2. Industrial production 
(a) Percentage of total develop- 
ing countries ; 1963 48 22 30 100 
(6) Average annual growth rate 1950-1969 6.2 bs (fk 7.0 
1960-1969 Sy) ede 6.8 
3. Exports 
(a) Average annual growth rate 
of total exports 1948-1970 3.8 6.2 SHS) 33) 
1960-1970 5.6 9.1 Ike Tigi 
1965-1970 5.9 10.5 8.8 8.3 
(5) Percentage share in world 
exports 1948 11 6 13 30 
1960 7 4 9 21 
1965 6 4 8 19 
1970 5 4 8 1) 
(c) Intra-regional trade as a per- 
centage of total exports 1948 9 2 ei 29 
1970 11 19 19 
4. Direct investment by developed 
countries” in developing countries 
(a) Percentage distribution of 
cumulative investment: 
Total . 1966 53 16 26° 1004 
Manufacturing : 1966 65 10 We 1004 
(5) Percentage distribution of 
average annual inflow: 
Total . 1965-1966 37 23 29° 100¢ 
1967-1968 41 25 Da 1004 
Manufacturing 1965-1966 62 9 15 1002 
1967-1968 60 8 17 100¢ 


Sources: items 1-3: same as for table 2; item 4: calculated on the basis of OECD data in document DAC—68- 


14 and Chairman’s Report, 1970. 
* East and South-East Asia, excluding Japan. 


>’ DAC countries, i.e., United States, Canada, the EEC (except Luxembourg), EFTA (except Finland), Japan 


and Australia. 
© Asia and the Middle East. 


4 The difference between the total and the sum of the shares of the three developing regions corresponds to 


the developing countries of Europe. 


links represent a continuation or restoration of 
the situation prevailing in the pre-war period. 
The developed market-economy countries 
substantially reduced—in relative terms—their 
trade with the developing countries during the 
post-war period, the largest reduction being 
that which occurred in United States trade. The 
average annual increase in United States 
imports from developing countries was 4.4 per 
cent during the period 1948-1970, with a slight 
upsurge during the 1960s to an average of 
5.3 per cent. In contrast, imports by the EEC 
countries over the same period grew at an 
average annual rate of 7.2 per cent, and those 
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by Japan at a rate of 17.8 per cent. As a 
result, the share of the developing countries in 
total United States imports fell from 55 per 
cent in 1948 to 25 per cent in 1970: in other 
words by more than half. The developing 
countries’ share in EEC inputs fell from 29 
to 16 per cent, and in EFTA inputs from 
30 to 15 per cent; but they increased their share 
in Japan’s total imports from 31 to 40 per cent 
(see table 13, item 1). 

Although the share of the developing coun- 
tries in United States imports declined, they still 
occupied a much more important place in the 
United States market than in the EEC and 


Table 13. Relations between the developed countries and the developing regions 


1. Imports by the developed countries 


Socialist 
é : Total countries 
Period/ United = ppc FTA ~—Japan_— developed _—off 


ata wear States countries Eastern 
Europe 
(a) Average annual growth rate 
Total developing countries . : . 1948-1970 4.4 UP? 3.0 17.8 5.8 9.5 
: 1960-1970 ps8) 8.0 4.1 16.1 74 9.6 
Latin America : : ' . 1948-1970 Das 5.6 0.8 137 a7 oF 
1960-1970 2s 1B: 2.6 15.6 5.0 9.8 
Africa . ; é ‘ : . 1948-1970 4.6 79 3.5 oe 6.2 17.9 
1960-1970 SZ 9.8 7.0 2257 9.3 9.6 
Asia. : ; : é . 1948-1970 5.8 We 3.3 18.3 6.9 7.3 
1960-1970 5) Gs) 3.4 15.4 8.2 WS) 
(b) Share of developing regions in developed countries’ total imports 
Total developing countries . : . 1948 55 29 30 31 31 11 
1960 40 22 21 36 24 4] 
1965 32 19 17 40 21 10 
1970 25 16 iS) 40 18 8 
Latin America : ; : 5 ees 35° 9 10 11 13 3 
1960 24° 6 5 6 8 2 
1965 17° 5 4 7 6 4 
1970 i 4 3 6 5 Z 
Africa . 2 ‘ : : . 1948 4 11 9 — 7 1 
1960 3 8 > 2 5 2 
1965 3 a 5 2 5 2 
1970 2 7 5 4 5 3 
Asia. : ; : E . 1948 16 9 11 28 11 4 
1960 10 7 9 27 9 3 
1965 10 6 7 30 8 4 
1970 9 5 6 28 8 3 


2. Percentage distribution of cumulative direct investment by selected developed countries® at the end of 1966 


France and 
United Federal United 
States Republic of | Kingdom soi she 
Germany 

(a) Developed countries 

Latin America 5 : : : : ; 68 26 25 35 53 

Africa . : ; : : : : ; 9 47 23 3 16 

Asia and Middle East. ; : : : 19 13 49 62 26 

Europe (developing countries). . ; : 4 14 2 — 5 

Total developing countries. : : : 100 100 100 100 100 
(b) Developing countries 

Latin America. ; 4 ‘ é : 80 5 11 1 100¢ 

Africa . : p ; : ; 4 : 34 32 32 — 1004 

Asia. ; 2 é 3 : é : 38 4 52 5 1004 

Middle East . Ie 53 7 34 6 100¢ 

Total developing countries. ; ; ’ 62 11 23 2 100¢ : 
mg a ne NY eee Fe tre ea 

Sources: item 1: same as for table 2; item 2: calculations by » The share of Latin America (excluding Cuba) was 30 percent | 
me & d : : 5 
the basis of OECD data See Orland Caputo and Robert Fiat, 1DY0r ce one eo Deedes eed 
mperialismo, dependencia relaciones economi i i s i i i i 
(Gaupage Chile. 1 970), pp. 287, 289 and 293, we We Gofonne a ee ee weit chagie aia aa ae 

* The rates for Latin America (excluding Cuba) are 3.6 per cent * The residual percentage corresponds to Canada. 


during 1948-1970 and 3.2 per cent during 1960-1970. 
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EFTA markets, although not such an impor- 
tant place as in the imports of Japan (the 
share of the developing countries in the total 
imports by these markets in 1970 was 25, 16, 15 
and 40 per cent respectively). 

__ The situation is not at all the same, however, 
with respect to investment in developing 
regions, where the United States has maintained 
its preponderant role. In 1966, 62 per cent of 
total cumulative investment by the main inves- 
tor countries in the developing countries was 
attributable to the United States** (see table 13, 
item 2(b)). 

Understandably enough, because of its parti- 
cularly close links with the United States, Latin 
America is especially affected by foreign trade 
trends in that country, and it was the area 
hardest hit by the relative decline in United 
States imports from the developing countries. 
Imports by the United States from Latin 
America during the period 1948-1970 grew at 
an average annual rate which barely reached 
2.8 per cent and was in fact only 2.1 per cent in 
the 1960s (the rates were 3.6 and 3.2 per cent, 
respectively, if Cuba is excluded),** while 
United States imports from Africa and Asia 
over the same period rose at rates of 4.6 and 
5.8 per cent respectively (5.2 and 9.5 per cent 
in the 1960s). 

The EEC countries and Japan increased their 
imports from Latin America at a much faster 
‘pace than the United States (average annual 
rates of 5.6 and 13.7 per cent respectively 
between 1948 and 1970), although not as 
rapidly as their imports from their traditional 
suppliers in Africa and Asia (see table 13). 

In brief, Latin America’s loss of ground in 
world trade is mainly due to the downward 
trend of its trade with the United States. On the 
other hand, the increase in foreign investment in 
the region has essentially been accounted for by 
United States capital, while investment in Africa 
and Asia is dominated by the European centres*° 

The evolution of Latin America’s relations 
with the United States displays some charac- 
teristic features. First is the fact that no systems 
of general preferences of the kind established 
between Europe and the African and Asian 
countries have been set up, partly owing to 


38 Although the share of the other centres was increasing 
during the 1960s. 


39 The rate of decline of Latin America’s share in 
United States imports was not substantially affected by the 
suspension of trade relations between the United States 
and Cuba at the beginning of the 1960s. The share of 
Latin America excluding Cuba in total United States 
imports, which was 30 per cent in 1948, fell to 22 per cent 
in 1960, 17 per cent in 1965, and 11 per cent in 1970. 


40 According to approximate figures covering direct 
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Opposition in the United States but mainly 
because of Latin America’s reluctance to 
strengthen links that might further increase its 
dependence on the major Power in the hemis- 
phere. Latin America’s position in this respect 
has been to try to secure special treatment for 
all the peripheral countries from ail the central 
countries. 

Furthermore, its trade with the United States 
has been limited, just as in the past, by the fact 
that the United States is a producer and 
exporter of a great many primary commodities, 
added to which are all the many and varied 
protectionist measures it applies to the most 
competitive Latin American exports and only 
relaxes in times of emergency. 

For these and other reasons, trade in general 
between Latin America and the United States 
has settled into a pattern in which the main 
feature is that, in relative terms, Latin America 
exports less to the United States than it imports 
from it. Latin America’s normally unfavourable 
trade balances with the United States have to 
be offset out of its trade surpluses with Europe 
or Japan, so that in actual fact Latin America is 
making a not unsubstantial contribution to the 
United States balance of payments under this 
head, quite apart from all that it provides under 
the head of capital transactions. 

The second special feature in this pattern is 
the nature and effect of the new type of United 
States investment in the region (mainly in 
industry for the domestic market), which makes 
that country’s relations with Latin America 
different from the traditional pattern and also 
from the pattern of relations still prevailing 
between Europe and Africa or Asia, and 
between Japan and Asia. 


(c) Relations with Japan 

Japan’s position in the world economy has 
changed a great deal from what it was in the 
pre-war period. From a major Asian Power 
Japan has developed into a world Power, both 
because of its own economic weight and 
because of the wide extent of its trade relations, 
which include other developed countries (the 
United States and Europe) as well as the various 


investment by the six major investor countries (the United 
States, France, the Federal Republic of Germany, the 
United Kingdom, Japan and Canada) in the developing 
countries in 1966, the United States was responsible for 
80 per cent of the total direct investment in Latin America, 
while France, the Federal Republic of Germany and the 
United Kingdom were responsible for 64 per cent of 
similar investment in Africa and 56 per cent in Asia. The 
United States was the principal investor in the Middle East, 
with 53 per cent of the total, followed by the United 
Kingdom with 34 per cent. 


developing regions and clearly reflect a policy of 
diversifying and balancing its import and export 
customers. ; 

In 1970, for example, 56 per cent of its 
imports came from developed countries (29 per 
cent from the United States), and 40 per cent 
from the developing countries. Of this latter 
figure, 28 per cent corresponds to Asia, and 
only 6 per cent to Latin America. Between 1960 
and 1970 Latin America’s share in Japan’s 
imports remained at about 6 per cent (with a 
slight rise to 7 per cent in 1965), while its share 
in United States, EEC and EFTA imports 
steadily declined from 24 to 11, from 6 to 4, and 
from 5 to 3 per cent, respectively. 


(d) Relations between the developing countries 
and the socialist countries of Eastern Europe 


Some very interesting ideas had currency on 
this issue during the 1950s, when the Soviet 
Union had healed the wounds of war and, 
together with other socialist countries, was 
resuming its industrialization process. It was 
thought that the near future would bring grow- 
ing relations and a great increase in trade 
between the socialist area and the developing 
countries, and the assumptions on which this 
view was based were very convincing, namely, 
that the outstanding feature of development in 
the Soviet Union—and also in the other socialist 
countries—was the high priority accorded to 
heavy industry, with the corollary that relatively 
little attention was being paid to the branches of 
industry producing for consumption. Con- 
sequently, it seemed feasible and advantageous 
to expand trade based on the primary commo- 
dities and consumer manufactures of the 
developing countries and the machinery and 
equipment of the socialist area. This would 
have enabled the socialist economies to con- 
tinue to specialize in the areas in which they 
had the greatest comparative advantage, while 
at the same time opening up a market that was 
dynamic and stable (or at least free from cyclical 
trends) and promoting the industrialization of 
the developing countries. 

One qualitative point might have been added 
to this hypothesis, namely, that the machinery 
and equipment from the socialist area—in 
many cases less advanced technologically, but 
also cheaper, than that from the developed 
capitalist countries—would be better suited to 
the actual needs of the peripheral countries, 
having regard to the latter’s constant problem 
of having to make a choice between productivity 
and employment. 

Although the arguments advanced were 
perfectly reasonable, however, these and other 
optimistic forecasts had not become (nor even 
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showed signs of becoming) reality by the end of 
the 1960s. While the average annual growth 
rates of imports by the socialist countries of 
Eastern Europe from the developing countries 
ran at high levels (9.5 per cent between 1948 
and 1970, as compared with 5.8 per cent for the 
developed market-economy countries), the 
developing countries nevertheless lost ground, _ 
for their share in the total imports of the 
socialist countries fell from 11 per cent in 1948 
to 8 per cent in 1970, despite a slight recovery in 
the mid-1960s (see table 13, item 1). 

In actual fact, the Eastern European market 
absorbed only 2 per cent of the total exports of 
developing countries in 1948 and only 4 per cent 
in 1970. 

Furthermore, the share of the socialist 
countries in the total flow of capital to the | 
developing countries was insignificant in com- 
parison with the flow from Governments and 
multilateral institutions in the developing 
market-economy countries,*? added to which 
the aid granted by the socialist area was con- 
centrated—as was its trade—on a_ small | 
number of countries (India, United Arab 
Republic, Indonesia, Iran, Syrian Arab Repub- 
lic, Cuba). 

Latin America has a noticeably small share 
in the trade of the socialist countries of Eastern | 
Europe with the various developing regions. In — 
1970, only 2 per cent of Eastern Europe’s total 
imports came from Latin America, whereas 
Africa and Asia each provided 3 per cent. | 
Moreover, more than half of Latin America’s | 
exports to Eastern Europe were supplied by | 
Cuba* (see table 13, item 1(d)). 

Trade relations between the socialist coun- | 
tries and the developing countries have grown | 
so sluggishly—much more slowly than expected _ 
—mainly because political considerations and | 
economic realities have made it necessary to | 
concentrate resources within the socialist | 
area itself. Consequently, trade with the | 
developing countries 1s still of secondary impor- | 
tance in the strategy of the socialist group. In 
contrast, imports by the socialist countries of | 
Eastern Europe from the industrialized capi- | 
talist countries rose between 1960 and 1970 at | 


** In 1969, the socialist area provided only 2 per cent of | 
the peripheral countries’ total capital inflow, while private | 
and official capital from the developed capitalist countries | 
accounted for 42 per cent and 55 per cent, respectively 
(see table 6). | 

*? In 1968, Cuba’s exports to the socialist countries of | 
Eastern Europe were valued at $411 million (63 per cent | 
of Cuba’s total exports), while Latin America’s total | 
exports to the Eastern European market were valued at 
$680 million (according to ECLA figures based on national 
and international statistics). 


| average annual rate of 10.8 per cent, with (compared with a rise of only | per cent—from 
é result that the share of the latter in total 


nar atter 7 to 8 per cent—in the share of the developing 
ports by the socialist countries increased countries, 


om 19 per cent in 1960 to 25 per cent in 1970 
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Part Two 
THE LATIN AMERICAN ECONOMY IN 1971! 


The estimates for 1971 were prepared on the basis of | should governments provide fresh figures. The Cuban 
information available up to 15 June 1972: they are economy is not included among the country studies for 
efore of a provisional nature and are subject to revision lack of data comparabie with those on other countries. 
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I. GENERAL TRENDS 


1. AN OVER-ALL APPRAISAL 


During 1971, the Latin American economy 
is a whole grew in real terms by 6.1 per cent, 
vhich was less than in 1970 (6.8 per cent) but 
nore then the average for the period 1965-1970 
5.7 per cent). It was the fourth year in succes- 
ion that the growth rate had been 6 per cent 
yr more. There were, however, significant 
lifferences between the growth rates achieved 
9y the various countries, and the over-all rate 
vas influenced by the outstanding performance 
of Brazil, which weighed heavily in the regional 
otals. Excluding Brazil, the growth rate of the 


Figure I. Latin America, 1965—1971° 
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* Excluding Cuba and the English-speaking Caribbean countries. 
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region was only 4.3 per cent, owing largely to 
the mediocre performance of Argentina (3.8 per 
cent) and Mexico (3.1 per cent). In 1970, the 
figures were 6.8 per cent for the region as a 
whole, and 5.9 per cent excluding Brazil. In 
1971, eighteen countries did not manage to 
achieve the 6 per cent growth rate target set 
in the International Development Strategy 
adopted by the United Nations General 
Assembly: only six countries in the region 
equalled or surpassed this figure (see table 1). 

In 1971, the main growth-promoting sectors 
were industry and services. Agriculture grew 
at much the same pace as in 1970, while mining 


Table 1. Latin America: growth of the gross domestic product 
at factor cost 
(Annual growth rates) 


Country 1965-1970 1970 197]* 
Argentina 4.0 4.1 3.8 
Bolivia . 6.0 5) 3.8 
Brazil isd 9.5 11.3 
Chile Shi oi| 8.5 
Colombia 5.8 6.8 5ES) 
Costa Rica : 6.9 6.6 5.0 
Dominican Republic 6.6 5355) 74 
Ecuador 6.2 Se) 7.0 
El Salvador 4.7 4.2 3h) 
Guatemala 5.0 5:6 4.8 
Haiti 1.8 4.7 Sy Ih 
Honduras 3.8) 3.0 4.3 
Mexico . Tel Ud a}yil 
Nicaragua 4.4 Sel 4.0 
Panama. 7.8 8.2 8.4 
Paraguay 4.1 6.3 4.5 
Peru 33 ih 6.0 
Uruguay 1.4 45 —0.6 
Venezuela 3.9 4.6 bye) 
Latin America (excluding Carib- 

bean) . : : ae 6.8 6.1 
Latin America (excluding Carib- 

bean and Brazil) . yee? 5.9 4.3 
Barbados : S55) 9.1 oD 
Guyana. 5.0 2 4.6 
Jamaica. 3 : 4.4 4.8 23 
Trinidad and Tobago ; vies 2 Dil 34,8) 
West Indies Associated States”. 8.4° Hal 9.0 


24SR eA Se ee 
Source: ECLA, on the basis of official statistics. 
* Provisional figures. 
> Calculated at current prices. 
© Figure for period 1967-1970. 


remained stationary and there was a downturn 
in construction. The growth rates in the main 
sectors, with the exception of mining, equalled 
or surpassed 4 per cent. The stagnation of 
mining is attributable to the drop in petroleum 
production in Venezuela, for mining in the 
region as a whole, excluding Venezuela, is 
estimated to have grown by 2.9 per cent. In 
contrast, the fact that agriculture was able to 
keep its growth rate up to the 1970 level was 
due to the expansion of production in Brazil, 
since if Brazil were left out of account, the 
growth rate for agriculture in the region would 
only be 1.8 per cent (see table 2). 

Imports, at constant prices, grew by 5.9 per 
cent, which was less than the 10.1 per cent 
recorded in 1970 and the average of 8.9 per cent 
during the period 1965-1970, but much more 
than the annual average of 1.4 per cent in the 
period 1960-1965. 

In view of the fact that the volume of exports 
grew very little and consumption grew only 
moderately, the salient feature in total demand 
was the marked expansion of investment. 

Exports were affected, inter alia, by the 
depressive effect of shrinking demand in the 
principal markets, and they expanded in terms 
of constant prices by only 1.2 per cent: much 
less than the annual average of 4.6 per cent 
achieved during the period 1965-1970. 

Gross domestic investment expanded by 10.5 
per cent, raising the ratio of total investment 
to the product to over 20 per cent. This is 
a significant increase, for the average annual 
increase during 1965-1970 was 6.6 per cent, 
and it was only 4.3 per cent during 1960-1965. 
Total consumption increased by 5.7 per cent: 
less than in 1970 and less than the average for 
1965-1970 (see table 3). 

As regards movements in consumer price 
indexes,” in eleven countries the index rose 
faster than the year before and in eleven it 
rose more slowly. In four countries the rise was 
over 20 per cent: Argentina and Uruguay 
experienced a resurgence of inflationary trends, 
and the annual rise in the price index increased 
from 13 to 35 per cent in Argentina and from 
17 to 36 per cent in Uruguay. In Chile, in 
contrast, the rise in the index slackened from 
33 to 20 per cent, while in Brazil it remained 
around the 20 per cent mark. In seven countries, 
price indexes rose by between 5 and 11 per cent, 
only two of them—Haiti and Ecuador—show- 
ing increases of any magnitude. In eleven 


2 The figures given, with the exception of those for 
Uruguay, represent comparisons of annual averages and 
may therefore differ from those given in the country studies, 
which generally refer to differences between the end-of- 
December figures for each year. 
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countries, price indexes rose by less than 5 per 
cent: these were all countries that did not have} 
inflation problems during the 1960s (see table 4). 

Taking the evolution of the external sector at 
current prices, it can be seen that dollar earnings 
for the region as a whole increased by less than 
4 per cent, compared with the goal of 7 per cent 
laid down in the International Development 
Strategy. This represents a stagnation or even) 
an actual decrease in the real value of exports, 
bearing in mind the inflation which has pre- 
vailed in the industrialized countries. An 
analysis by countries shows that in 1971 many) 
of them suffered large-scale drops in their! 
export earnings. 

There are various reasons for this trend: the’ 
fall in prices of basic commodities on the inter-- 
national market, inflation and a decline in) 
economic dynamism in the industrialized. 
countries, and also shortages in the supply of 
certain commodities in Latin American. 
countries. 

The value of Latin American exports of’ 
goods and services increased by 9.2 per cent in 
1970, but only by 3.7 per cent in 1971, and it: 
would even have dropped had it not been for’ 
the readjustment of petroleum prices by 
Venezuela and the increase in value of Mexico’s ; 
exports. As regards imports of goods and 
services, the 1971 rate of 10 per cent was high, 
but slightly less than in 1970. 

The deterioration in Latin America’s trade. 
balance in the last two years has made it even 
more difficult to cope with the growing pay- 
ments of interest and profits on foreign capital, , 
which in 1971 amounted to $2,830 million and. 
were responsible for the current account deficit : 
of the balance of payments rising to $4,150) 
million, i.e., 52 per cent more than in 1970. 

Despite the size of Latin America’s current: 


non-compensatory capital of around $4,585) 
million. Of this amount, Brazil received around 
$2,000 million, Mexico $1,100 million and 
Venezuela $475 million. In contrast, there were: 
outflows of capital in Argentina and Chile, 
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fable 4. Latin America: movements in consumer price indexes 
(Annual growth rates)* 
ee eee ee 


Country 1960-1965 1965-1970 1970 197]° 
Argentina eae) 19.3 13.4 34.7 
Barbados : ; et Rye) 7.8 7.6 
Bolivia . / 4 5.0 5.9 3.9 3.6 
Brazil 62.0 28.2 LOS e211 
Chile 27.0 26.0 32.6 20.1 
Colombia 125 10.0 6.8 9.1 
Costa Rica ; : 2.4 25 4.7 3.0 
Dominican Republic. 2.8 0.7 to OD, 
Ecuador . 5 ‘ 3.8 4.7 ay 8.3 
Fl Salvador. : 0.2 1.1 2.9 1.0 
Guatemala ; : 02 15 2.4 0.6 
Guyana . 3 } ee 2.6 Sa 251 
Haiti é : : 3.6 1.8 1 ee Le 
Honduras : F PN | 2.3 241102 
Jamaica . ‘ , 2.8 5.3 9.8 6.9 
Mexico . ‘ : 1.7 3.5 4.7 3.4 
Nicaragua : : iD) Pe 7 ~ 
Panama . 5 : | we. 1.6 3.0 1.8 
Paraguay 4 , te. be —0.8 4.9 
Peru : : : 9.4 9.8 3.3 6.8 
Trinidad and Tobago. 2.0 3.9 OT ak Hs) 
Uruguay . 29.3 59.9 17300 350" 


Venezuela 4 0.2 i Es) om Dail 


Source: International Monetary Fund, /nternational Financial 
Statistics, June 1972. 

* Differences between annual averages. 

> Figures cover 11 months for Mexico; 10 months for Bolivia; 
7 months for Haiti, and 3 months for El Salvador, compared with 
similar periods in 1970. 

© Covers the period 1965-1969. 

4 Variation between end-December figures for each year. 


while in Peru and Uruguay the net inflow was 
insignificant. 

_ The unequal distribution of non-compen- 
satory capital flows by countries resulted in 
large disparities in the balance of payments 
position before compensation. In 1971, twelve 
countries had balance of payments surpluses 
altogether totalling $1,395 million, 95 per cent 
of which was accounted for by Brazil, 
Venezuela and Mexico, while seven countries 
had an over-all external deficit of $1,000 
million, of which more than half was accounted 
for by Argentina alone, 30 per cent by Chile, 
and the rest by Peru, Uruguay, Ecuador, 
Colombia and Bolivia. 


2. SALIENT FEATURES OF THE MAIN SECTORS 
OF PRODUCTION 

The agricultural sector, which had grown 
t an annual rate of 2.7 per cent during the 
ye-year period 1965-1970, increased by 
.6 per cent in 1971, thus equalling the 1970 

owth rate (see table 2). This result reflects 
a different behaviour of the countries with 
he greatest share in agriculture in the region. 

Argentina there was a drop of 2.6 per cent 


due to a sharp decline in beef production, the 
increase in Mexico was only 3 per cent, owing 
to a decrease in the production of cereals and 
oil-seeds, and Colombia registered a poor 
growth rate of 2.4 per cent due to bad weather. 
In contrast, agriculture in Brazil grew by 11.4 
per cent, with an increase of 120 per cent in 
coffee production, and its share in regional 
agricultural production was so large that if 
the figures for Brazil were excluded, the 
regional increase would only be 1.8 per cent, 
1.e., markedly less than the increase in 
population. 

Generally speaking, it is clear that the 
agricultural sector has difficulty in keeping 
up a rapid rate of expansion, mainly on account 
of the irregularity of its growth. Thus, in nine 
countries of the region the 1971 growth rate 
was less than that of the previous year: in 
Argentina, Paraguay and Uruguay this was 
mainly due to a decline in livestock production, 
and in Colombia, Ecuador, El Salvador, 
Mexico, Peru and Venezuela it was due to a 
drop in production for domestic consumption. 
In Costa Rica, Guatemala, Haiti, Honduras, 
Nicaragua and the Dominican Republic, 
however, the slow growth rate of 1970 was 
followed by a fairly sharp rise in 1971, due to 
the combination of favourable weather con- 
ditions and stimuli to production. In Bolivia, 
the growth rate was more than 5 per cent, 
thanks mainly to expanded cotton production 
in the eastern valleys, and in Chile the agricul- 
tural sector product grew by 6 per cent due to 
increases of 10.1 per cent in crop-farming 
production and 2.1 per cent in livestock 
production. 

During 1971 there was a fall in livestock 
production due to a drop in meat production 
in Argentina and to stagnation of growth or 
even slight drops in Brazil, Uruguay, Paraguay 
and Bolivia. Crop-farming, however, achieved 
better results, mainly as regards the output of 
cereals (there were excellent wheat harvests in 
Argentina and Brazil), pulses (mainly kidney 
beans), cocoa, and coffee (output of which 
almost doubled as a result of the big increase in 
Brazilian production, since production in 
Colombia declined). 

In 1971, the rate of growth of the mining 
sector was scarcely 0.4 per cent in contrast 
with the average rate of 4.6 per cent per year 
achieved in 1965-1970 and the even higher 
rate of 5.7 per cent in 1970. The international 
metals market deteriorated, leading in some 
cases to an adverse effect on production, and 
petroleum production declined, particularly in 
Venezuela, but also in Colombia, Peru and 
Ecuador. The highest growth rates were 


recorded in Argentina (whose production was 
for the domestic market), Panama, Paraguay, 
Chile, Bolivia and Haiti; while at the opposite 
end of the scale there were declines in Colombia, 
Nicaragua, Peru, the Dominican Republic and 
Venezuela. The stagnation in both petroleum 
and mining output in Mexico showed up to a 
considerable extent in the regional totals. 

Industrial production increased in 1971 by 
7.2 per cent, maintaining the 1965-1970 rate 
and keeping its position as the most dynamic 
sector in the Latin American economy. This 
rapid growth rate was due particularly to 
an increase in domestic demand for manu- 
factures resulting from general economic 
growth, the extension of consumer credit 
facilities and, in some countries, income re- 
distribution which enabled delayed consump- 
tion aspirations, particularly for consumer 
durables, to be satisfied. Another noteworthy 
feature which is indicative of a trend, despite 
its as yet small volume, was the increase in 
exports of manufactures, particularly to other 
countries in the region. 

A review of individual countries shows that 
up to 1970 the dynamism of the sector depended 
on the high growth rate of industry in Brazil 
and Mexico, and to a lesser extent in Colombia 
and Peru. In 1971, Brazilian industry grew by 
11.3 per cent, particularly as a result of the 
growth of the motor-vehicle industry and 
associated activities and the increased indus- 
trial demand stemming from public investment 
programmes, but in Mexico the industrial 
growth rate dropped from 9.2 per cent to 3.5 
per cent, owing to a decrease in demand, 
mainly in foodstuffs, textiles and consumer 
durables. Among the countries with a large 
share in the regional total, Argentine industry 
grew by 6.2 per cent, while among the countries 
with a smaller share Chile achieved an increase 
of 12.1 per cent as a result of an income re- 
distribution policy and an increase in demand 
that led to fuller use of idle capacity. Colombia 
and Peru maintained their high rates of growth 
(8 and 9.2 per cent) and Venezuela increased 
its rate to 5.1 per cent. 

The value added by the construction sector 
grew by 4 per cent, which represents a slowing 
down of growth compared with the period 
1965-1970. This is in keeping with the per- 
formance of the three countries with the 
highest share in the regional total, for in 
Argentina construction grew by only 0.2 per 
cent, owing to restrictions on credits for private 
construction; in Mexico there was a drop of 
1 per cent, mainly because of reduced public 
construction, and Brazil failed to maintain the 
exceptional growth rate of 14.9 per cent 
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recorded in 1970, the 1971 rate being only 8.4 
per cent. As regards the other countries, 
Ecuador achieved a high rate of growth in thes 
construction sector (20 per cent as a resulti 
of activities related to petroleum extraction), 
as did Peru (14.7 per cent, due to the increase in 
domestic credit) and Chile (12.2 per cent owing# 
to public building and civil engineering work). 

In the electricity sector, it was estimated at 
the end of 1971 that total consumption during? 
the year amounted to the equivalent® of 222) 
million tons of petroleum (i.e., an increase of y 
per cent compared with 1970), with a per capita 
consumption of 815 kg of petroleum equivalenti 
(the world average is estimated at 1,300 kg). 
The sources of energy used were petroleum) 
products (50 per cent), vegetable fuels (20 per jl 
cent), natural gas (14 per cent), water power] 
(12 per cent) and coal (4 per cent); additional] 
sources will shortly be geothermal energy | 
(Cerro Prieto, in Mexico, with a capacity of) 
75 mW) and nuclear energy (Atucha, in| 
Argentina). Energy consumed in the form of 
electricity accounted for 21 per cent of total] 
energy consumption. | 

Installed electric generating capacity came to) 
43,300 mW, of which 3,300 mW were added inj 
1971 (1,900 mW of hydroelectric capacity and 
1,400 mW of thermal capacity). Only 200 mW 
of this extra capacity was accounted for by/ 
private producers. Slightly over 70 per cent of 
the new thermal installed capacity operated on} 
liquid fuels (petroleum products), 18 per centf 
on natural gas, and the rest on coal and vege-' 
table fuels. 

In 1973, the nuclear power station at Atucha) 
in Argentina will come into operation, using) 
natural uranium from national deposits; it will] 
have a capacity of 319 mW, with the possibility, 
of further expansion. In Brazil, it was decided | 
to undertake construction of the country’s first | 
nuclear power station (of 500 mW capacity) at: 
Itaorme Beach, in the State of Rio de Janeiro. . 
Centrais Elétricas de Furnas, of the ELETRO- : 
BRAS group, will be responsible for construc- + 
tion, and civil engineering work will begin in} 
1972. In Mexico, studies begun in 1968} 
recommended the construction of a 600 mW! 
power station at Laguna Verde, about 70) 
kilometres north of the port of Veracruz. This ; 
power station is due for completion around | 
1976 and the cost per installed kilowatt is; 
expected to enable it to compete with thermal | 


=- 


> The production of the different sources of energy is } 
expressed in terms of their caloric equivalence to petroleum | 
of 10,700 kcal/kg; for hydroelectric power the equivalent | 
used is the quantity of fuel, in calories, required in a thermal | 
plant to produce | kWh. | 


ower stations (about 200 dollars per installed 
jlowatt). 

Only in Mexico and Brazil is there a problem 
oncerning standardization of the frequency of 
lectricity. In Mexico, there are seven major 
lectrical systems: the main one operates at 
cycles, but the rest at 60. Plans are in 
reparation to begin the conversion to 60 cycles, 
ind this should be completed by 1977. In 
srazil, standardization of the frequency in the 
tio de Janeiro area has been completed, and in 
975 a similar change-over will be completed 
n Rio Grande do Sul, which is the only major 
rea where electricity is still not generated at 
0) cycles. 

With regard to interconnexions, the end of 
971 saw the linking up of four electrical 
ystems belonging to Colombia’s largest elec- 
ricity generating enterprises which provided 
round 70 per cent of public service electricity in 
1971. Important advances are also being 
Slanned in Argentina, Ecuador and Peru. 

Total electricity generated in Latin America 
n 1971 is estimated to amount to around 
165,000 million kWh (10 per cent more than in 
1970), which is equal to a per capita consump- 
ion of 580 kWh as against 540 kWh in 1970 
world average per capita consumption was 
sstimated at 1,370 kWh in the latter year). 
Public utility electricity accounted for 85 per 
sent of the total, of which 65 per cent was 
aydroelectric power. Industry consumed 42 
9er cent of the electricity generated, domestic 
sonsumption was 19 per cent and commerce 
used 11 per cent; of the remainder, 11 per cent 
was accounted for by other types of consump- 
jon, and 17 per cent went in network and 
listribution losses. 


3. THE EXTERNAL SECTOR 


(a) Some recent developments in the world 
economy 

Among the most important factors that have 
shaped the current economic situation are the 
nternational implications of the measures 
idopted by the United States in the middle of 
August 1971 in order to improve its balance of 
ayments, reactivate its economy and contain 
ation, and the general slowing down of 
orld trade and economic activity. On the 
ther hand, a number of developments on the 
ternational scene opened up new prospects 
or foreign trade, such as the admission of 
he People’s Republic of China to the United 
ations and the application by the European 
conomic Community (EEC), Japan, Norway 
nd the United Kingdom—and probably later 
y some other industrialized countries also— 
f the generalized system of non-reciprocal 
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preferences for exports of manufactures and 
semi-manufactures from developing countries. 
Most significant of all in its implications, 
however, was the agreement reached at the end 
of the year regarding the entry of the United 
Kingdom, Denmark, Ireland and Norway into 
the EEC, which further enhances the Common 
Market’s relative importance. Finally, the end 
of the year also witnessed the Second Minis- 
terial Meeting of the Group of 77. 

The international monetary crisis. The size of 
the United States balance of payments deficit in 
1971 was again the principal cause of financial 
speculation, which particularly affected such 
notably undervalued currencies as the German 
mark and Japanese yen. Ever since 1969, 
capital movements in dollars had been stepped 
up considerably, thereby aggravating the 
United States balance-of-payments situation 
to the point where the 1971 deficit amounted to 
around $24,100 million and the accumulated 
value for the past three years came to about 
$35,000 million, accounted for almost entirely 
by increases in official external liquid liabilities. 
By contrast, the accumulated deficit for the 
19 years previous to 1969 was about $37,300 
million, from which $13,700 million-worth of 
payments in gold must be deducted, so that the 
final figure of $23,600 million for the increase in 
liquid liabilities over that entire period was 
smaller than the corresponding figure for the 
last three years. 

Thus, the flexibility of the international 
monetary system in the past was dependent 
upon the balance-of-payments deficits of the 
United States or, to put it another way, the 
outflow of gold and the rise in liquid liabilities 
or dollars cashed in abroad. However, as the 
country’s external liabilities grew faster than 
its gold reserves—not to mention the serious 
deterioration of its trade balance—it gradually 
became more and more difficult for the inter- 
national monetary system to continue operating 
in this manner. The pressure of speculation 
encouraged by the over-valuation of the dollar 
led eventually to the 1968 crisis when the 
United States withdrew from the private gold 
market in London. Although this meant that 
gold operations were restricted to central 
bank channels and thus entailed a restriction 
on convertibility, pressure on the dollar 
continued. In fact, as the lack of agreement 
among the industrialized countries on rates of 
interest and monetary parity persisted, specula- 
tive movements of capital resumed even more 
fiercely and, from 1969 onwards, contributed 
further to the rapid deterioration of the United 
States balance-of-payments situation until the 
size of its external deficit in 1971 provoked a 


new international monetary crisis. In December 
of that year, the accumulated value of the 
country’s external liquid liabilities reached the 
vicinity of $51,000 million*—more than double 
the figure of $23,900 million recorded at the 
end of 1970—while gold reserves remained at 
the same level of about $11,000 million. It 
should be noted that whereas prior to 1969 the 
annual increase in the United States external 
liquid liabilities was around $1,250 million, 
in 1971 it rose to over $27,000 million. 

First of all, the increasing flow of dollars 
into Western Europe and Japan during 1971 
led to decisions to revalue the Austrian 
schilling and the Swiss franc and to allow the 
German mark, Netherlands florin and, to a 
certain extent, the Belgian franc to float freely.° 
Subsequently, in August 1971, the United 
States took several steps to improve its balance- 
of-payments situation, revive its economy and 
contain inflation. As regards the external 
sector, these nieasures involved the suspension 
of the convertibility of the dollar into gold, a 
10 per cent surtax on dutiable imports and the 
reduction of foreign aid by 10 per cent. These 
measures signified the formal breakdown of 
the system whereby, because of its parity with 
gold and its free convertibility through central 
bank channels, the dollar had served as the 
world monetary unit. For all that, the steps 
taken did help to improve the balance of 
payments and, by removing the | per cent limit 
on fluctuation of the dollar, allowed it to reach 
a more realistic parity in relation to the 
currencies of various European countries and 
Japan. Towards the end of the year there was a 
realignment of parities and, with the United 
States recognizing the devaluation of the dollar, 
an increase in the official price of gold. Under 
an agreement concluded in Washington on 
18 December 1971, the United States undertook 
to have its Congress approve the increase in 
the price of gold from 35 to 38 dollars per troy 
ounce, while the other countries involved 
committed themselves to adopting new parities 
or exchange rates for their monetary units, 
while accepting—as’ a temporary measure— 
the broadening of the margins of fluctuation 


*To this must be added the private liquid liabilities 
constituted by the market in Eurodollars. These liabilities, 
which in 1969 stood at some $23,400 million, currently run 
at $11,000 million, the difference of $12,400 million 
representing the level of transfers made by monetary 
authorities. 


° The decision to float certain currencies against the 
dollar, which began in May and became general practice in 
August, has caused a decline in the purchasing power of 
Latin American exports. 


from 1 to 2.25 per cent® in relation to the) 


established mean rate. Finally, the agreement 
advocated the urgent initiation of discussions 
regarding a reform of the international mone- 


tary system, thus acknowledging that the) 


measures just agreed on were only the beginning 
of a long road which, sooner or later, must lead 


to a reorganization of the monetary and 


financial system created at Bretton Woods. 

In the monetary realignment which ensued, 
32 countries (which had accepted the obliga- 
tions of Article VIII of the Fund Agreement) 
decided temporarily not to fix new parities in 
relation to gold, but instead adopted central 
exchange rates in relation to the dollar; this 
meant a revaluation of 16.9 per cent for Japan, 
13.6 per cent for the Federal Republic of 


Germany, 11.6 per cent for Austria, Belgium, 


Netherlands and Luxembourg, and 7.5 per cent 
for Italy, Sweden, Norway and Denmark. 
Mexico, Panama, Haiti, Honduras, Guyana 
and the Dominican Republic maintained their 


former exchange rates, and Israel and Burundi | 


devalued. A further group of 24 countries, 
including the United Kingdom and _ the 
sterling area, France and the franc area and 
Spain, decided to maintain their monetary 
parities in terms of gold, but revalued against 


the dollar by 8.6 per cent—equivalent to the | 
change in the official price of gold. A third | 
group of 10 countries reduced the gold content | 
of their currency, thus devaluing against the | 
dollar. Finally, a group of countries which had | 
not accepted the obligations of Article VIII | 
of the Fund Agreement, including most of the | 


countries of Latin America, decided to main- 
tain their exchange rates; exceptions to this 
rule were Venezuela, which revalued by a small 
amount (2.3 per cent) and those countries 


which devalue periodically owing to domestic | 


inflation. 
Once the exchange rates had been readjusted, 


the United States lifted the special 10 per cent | 


surtax on dutiable imports. 


The decision of the Latin American countries | 


to maintain their dollar exchange rates despite 


the monetary realignment constitutes a de- | 
valuation with respect to the currencies of the | 
EEC, EFTA and Japan. The effect of this has | 
been to lower the price of Latin American | 
exports and raise the price of imports: in other | 
words, it has had a negative effect on their 
terms of trade with those areas while at the | 
same time increasing the cost of debt servicing | 
and the payment of profits on direct foreign | 


investment. To alleviate the situation, Latin 


8 Not all the members of IMF have accepted the broader 
margins. 
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merica could step up its exports to those 
reas, but such a possibility has its limitations, 
ainly owing to the restrictions deriving from 
1€ institutional organization of the markets. 
o long as no global solution is found to the 
iternational monetary problem and to the 
Inited States balance-of-payments situation, 
irther pressure can be expected on the dollar, 
ading to new adjustments of certain currencies. 
_ Should furthermore be borne in mind that 
hile the United States trade balance has 
self shown a deficit ever since 1968, the 
eed to improve the over-all balance of 
ayments of that country should not be the 
ause of new restrictions on the importation of 
ertain Latin American products nor of the 
idefinite postponement of the adoption of the 
eneralized system of non-reciprocal pre- 
erences for exports of manufactures and semi- 
nanufactures from developing countries. 

The situation of the industrialized countries. 
n 1971, for the second year running, the 
rowth rate of world industrial production 
lecreased. This was due to a loss of dynamism 
yy the market economies—especially the 
leveloped market economy countries—since 
he developing regions and the countries with 
entrally planned economies were able to 
naintain relatively high growth rates (see 
able 5). 

The rapid industrial expansion of Japan 


Table 5. Variation of industrial production 
(Annual growth rates) 


1969 1970 1971 
Vorld : ‘ : 7.8 3.9 Sixes 
Market-economy 
countries. é 2.0 2:0 
Industrialized 
countries. ; 8.1 1.4 133 
Developing countries 9.8 7.0 8.8? 
Centrally planned 
economies . ‘ fe 8.6 Sue 
Industrialized Europe 8.7 5.8 2A 
EEC : : ae IO Shh ; 
EFTA . ; ; 4.9 a LES 
some individual countries 
United States . F 4.7 —3.6 — 
Japan. , 1628 16.1 4.7 
Federal Republic of 
Germany ey gtalded 6.3 2.0 
France ; : 4 6.3 ay. 
United Kingdom. BS 0.8 0.8 
Italy : 4.0 6.5 —2.7 


Source: United Nations, Monthly Bulletin of Statistics (May 


972). owen 
» See compared with same period in 1970. 
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slackened in 1971, while that of the EEC 
countries remained sluggish for the second 
year in succession and production in the 
United States remained at the same somewhat 
depressed level as the year before. The year 
thus witnessed an accentuation of the loss of 
impetus in industry which has been increasingly 
apparent in the developed market-economy 
countries. 

The United States Government took steps 
to reactivate the economy and curb unemploy- 
ment (reduction of taxes on certain consumer 
and capital goods), to contain inflation 
(temporary freeze on prices and wages and, to 
a certain extent, on dividends paid out by 
enterprises), and to improve the balance of 
payments (application of a temporary 10 per 
cent surtax on dutiable imports and a reduction 
of foreign aid by 10 per cent), thereby setting 
off a realignment of the exchange rates of 
international currencies that made United 
States exports more competitive. 

Partial data for 1971 point to a gradual 
recovery by the United States economy. Thus, 
investment and (to a lesser degree) consump- 
tion have picked up again and there has been a 
recovery in the growth rate of the gross 
domestic product, which had actually been 
negative in 1970. Unemployment, which in 
June 1971 had reached its highest point of 
6.6 per cent of the labour force, dropped to 
5.5 per cent in December. Though industrial 
production as a whole was slightly down, 
certain sectors such as motor vehicles registered 
a marked recovery, with increases of up to 
30 per cent over the year before. Consumer 
prices, which in 1970 rose by 5.6 per cent 
(on the basis of comparison of end-of-year 
figures), only went up by 3.3 per cent in 1971. 
On the other hand, foreign trade declined more 
than ever. Dock strikes during the last quarter 
of 1971 were partly responsible for keeping 
down the growth rate of exports, which grew 
by scarcely 2 per cent in 1971, compared with 
14 per cent in 1970. Imports, in contrast, 
expanded by 14 per cent in 1971, faster than 
the year before, despite the restrictive effect of 
the surcharge which came into effect in 
August and the dock strike shortly thereafter. 
The overvaluation of the dollar, which became 
increasingly marked after 1968, contributed to 
the rapid growth of imports. 

With the exception of Italy and the Nether- 
lands, the EEC countries had already suffered 
a slowing down of industrial production in 
1970, and this became accentuated in 1971 
when it spread to all the countries and, in 
Italy, took the form of an absolute reduction 
in fixed gross investment, thus causing the 


stagnation of the gross domestic product. In 
the other countries, the growth rates of invest- 
ment, consumption and gross domestic product 
all declined. Unemployment iS on the rise, 
although it is still not a serious problem 
except in Italy. Moreover, the expansion of 
trade of the EEC countries as a whole dropped 
from 18 per cent in 1970 to 13 per cent in 1971 
(on the basis of January-September figures), 
the biggest reductions occurring in Belgium’s 
sales and Italy’s purchases. As in 1970, the 
balance-of-payments surplus which reflects 
the pressure of speculative capital on the 
currencies of the various EEC countries was 
mostly accounted for by the inflow of money 
into the Federal Republic of Germany and was 
responsible for the subsequent realignment of 
the exchange rates of all the EEC members’ 
currencies in relation to the dollar. 
In the United Kingdom, 1971 saw a repeti- 
tion of the previous year’s slow expansion of 
industrial production, owing to sluggish domes- 
tic demand which also affected the gross 
domestic product. Unemployment, moreover, 
continued to rise, reaching 4 per cent of the 
labour force (almost one million persons), 
and inflationary pressures were intensified, 
the rise in prices during the year being 9 per 
cent—the biggest increase among the indus- 
trialized market-economy countries. Unlike 
domestic demand, however, the country’s 
exports increased strongly for the fourth year 
in succession, and imports too showed a sharp 
increase, as in 1970. Generally speaking, the 
country’s external payments position improved 
for the second consecutive year, thanks in part 
to the inflow of capital provoked by the 
United States balance-of-payments deficit. 
Japan’s recent industrial boom slackened, 
and the country’s industrial growth rate fell 
from 16.2 per cent in 1970 to only 4.7 per cent 
in 1971. While external demand continued to 
expand rapidly, domestic demand—particularly 
investment—declined and eventually resulted 
in a drop in the growth rate of the gross 
domestic product to 6 per cent compared with 
the previous year’s 10 per cent. Japan’s price 
stabilization policy showed a _ considerable 
measure of success in that inflation was cut 
from 8.3 per cent in 1970 to 4.5 per cent in 1971. 
As regards the external sector, exports main- 
tained their strong upward trend (over 20 
per cent) while imports only went up by just 
over 4 per cent. As a result, Japan showed a 
large trade balance surplus which, combined 
with an exceptional inflow of capital (some 
$10,000 million), gave it a big balance of 
payments surplus. These factors intensified 
pressure for a substantial revaluation of the 


yen, and this duly took place towards the ena 
of the year. 


The Generalized System of Preferences (GSP) 

In October 1970, the Trade and Developmen 
Board approved a scheme for the introductio 
by the industrialized countries of a generalizeq 
system of non-reciprocal preferences for exports 
of manufactures and semi-manufactures fro 
the developing countries. The concessions 
cover the manufactures and semi-manufactures 
included in chapters 25 to 99 of the BIN, 
with a few exceptions indicated by each of thes 
18 countries involved in the application of thes 
GSP. The products which most often figures 
among the exceptions listed by the developed 
countries and hence do not benefit from tari f 
concessions are textiles, leather goods andb 
petroleum products. Although in principle they 
concessions did not include primary com- 
modities, some countries established preferen- 
tial treatment for them and for some processed 
agricultural products covered by chapters 1 tog 
24 of the BTN. 

The EEC, Japan, the Scandinavian countries,, 
the United States and the United Kingdom 
concede exemption from all customs duties,, 
while the other countries grant preferencess 
based on a system of linear tariff reductionsg 
down to a certain minimum. 

The safeguard mechanisms are based on an 
escape clause, i.e., they restrict the entry off 
products subject to tariff concessions according 
to the effect of the concessions on the respective: 
economies. The EEC and Japan have adopted 
a system of maximum limits for imports o 
these products, with tariff quotas for what are 
termed sensitive products, while retaining the? 
escape clause for agricultural products. The? 
maximum limit corresponds to the value of 
imports from the developing countries in 1968,, 
plus 5 per cent (EEC) or 10 per cent (Japan) of? 
imports from other regions. The tariff quotas; 
are expressed in terms of value or volume and! 
are allotted by the EEC countries according! 
to fixed percentages. 

The implementation of the GSP by a. 
number of industrialized countries shows their’ 
increased awareness of the need to improve the: 
conditions of access to markets of products, 
which are of importance to the growth of the: 
developing countries. In particular, this opens. 
up the possibility of exporting manufactures, 
with all that this means from the point of view 
of trade and technology. It should, however, 
be borne in mind that the system of tariff’ 
preferences is still very limited on account of’ 
the escape mechanisms and the list of excep- 
tions which includes products (textiles, foot-. 
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ear and petroleum) for which Latin America 


as good existing or potential manufacturing 
apacity. 


he Brussels Agreement to expand the EEC 


The agreement for the United Kingdom, 
Jenmark, Ireland and Norway to join the EEC 
roadens the scope of this market and increases 
is share of world trade from 28 to 37 per cent. 
‘he United Kingdom is the fifth most im- 
ortant market for Latin America after the 
Jnited States, West Germany, Japan and 
taly. This fact considerably aggravates the 
arious problems which have arisen in con- 
lexion with the EEC’s preferential trade 
greements and especially as regards its 
ommon agricultural policy. Moreover, the 
referential arrangements in respect of several 
ommodities which are enjoyed by some 
Eo oPine countries that are members of the 
ritish Commonwealth in the United Kingdom 
narket may be extended in some measure 
o the other members of the EEC. This would 
ye detrimental to Latin America because it 
= not have the same facilities of access to 
ese markets for tropical and temperate 
gricultural products and minerals which 
onstitute the bulk of its exports. To sum up: 
is increased trade between the different 
nternational blocs is likely to make the 
lready unjust distribution of world trade as 
a Latin America even more inequitable, 
hile from another angle it will raise the need 
or joint action on the part of the Latin 
erican countries. 


he Second Ministerial Meeting of the Group 
of 77 

~The group of 77, which actually consists 
yf 96 countries of the third world, met in Lima 
rom 28 October to 7 November 1971. The 
najority of the delegations representing these 
ations were led by their ministers of foreign 
ffairs. The basic aim of the meeting was to 
liscuss and agree upon the over-all strategy 
nd the concrete proposals which the develop- 
ng nations should present at the Third 
ession of the United Nations Conference on 
‘rade and Development (Santiago, Chile, 
\pril and May 1972). The meeting of the 
3roup of 77 was preceded by three preparatory 
aeetings aimed at settling the positions of the 
\frican, Asian and Latin American sub-groups. 
these positions were set forth in the Addis 
\baba Declaration of the Ministerial Meeting 
f the African Group, in the 1971 Bangkok 
Yeclaration, and in the Lima Consensus. This 
atter document was adopted at the Twelfth 
Ainisterial Meeting of the Special Committee 
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on Latin American Co-ordination (CECLA). 

The Group of 77 held its first meeting in 
Algiers in October 1967, prior to the Second 
Session of UNCTAD which was held in New 
Delhi in April-May 1968. This occasion saw 
the drawing-up of the Charter of Algiers, 
a document of absolutely fundamental im- 
portance because it was the first global 
unanimous statement of the principles and 
aims held by the developing regions with a view 
to achieving more positive international co- 
operation. A significant proportion of the 
points included in the Charter of Algiers were 
incorporated into the resolutions adopted at 
the Second Session of UNCTAD, and they 
were also incorporated later (at the end of 
1970) in the International Development 
Strategy for the Second United Nations 
Development Decade. This meant, it seemed, 
that success had been achieved in persuading 
the industrialized countries to accept some of 
the suggestions of the developing regions with 
regard to policy measures. 

Four years after the Algiers meeting, how- 
ever, in the final document of the Second 
Meeting of the Group of 77, the developing 
nations declared that the economic and social 
differences between the developed and the 
developing nations had continued to increase 
and that this was particularly noticeable as 
regards standards of living, share in inter- 
national trade, access to technology, etc. In 
short, they maintained that “since their 
meeting in Algiers in 1967, the poor countries 
have become relatively poorer and the rich 
countries richer’. 

In keeping with the spirit of the above views, 
which express the feeling of frustration of the 
developing countries with regard to the lack 
of progress achieved in international co- 
operation, the Action Programme of Lima 
was adopted at the Second Meeting of the 
Group of 77. This Programme _ basically 
restates, expands and up-dates the Charter of 
Algiers, making use of the experience gained in 
four years of discussions and negotiations, 
progress and setbacks. 

The various subjects dealt with in the Lima 
Programme are: (1) general policy issues, 
with special emphasis on the impact of the 
present international monetary situation on 
world trade and development, especially of the 
developing countries; (2) commodity problems 
and policies; (3) manufactures and semi- 
manufactures; (4) financial resources for devel- 
opment; (5) invisibles, including shipping; 
(6) trade relations among countries with 
different economic and social systems; (7) 
transfer of technology; and (8) special measures 


for the least developed among the developing 
countries. Each of these sections considers the 
main aspects and makes proposals for concrete 
action. 

The importance of the Second Meeting of 
the Group of 77 and the prospects opened up 
by it go beyond what is contained in the 
Action Programme of Lima alone, for what is 
probably the most important feature of the 
Meeting is the fact that the developing nations 
have been able to organize themselves and 
strengthen their unity and solidarity with a view 
to putting their points of view on the evolution 
of world trade and development more clearly 
and forcefully. 

Another aspect which further affirmed the 
importance and political scope of the Group of 
77 and its declarations, especially for Latin 
America, was the entry of Cuba into the Group. 


(b) The evolution of world trade and Latin 
American exports 


The slowing down of the rate of growth of 
the world economy for the second year in 
succession also led to the weakening of inter- 
national trade. The rapid growth of exports 
which had been noted since 1968 lost impetus 
in 1971, for while world exports grew by 
15 per cent in 1970, they grew by only 11 per 
cent in 1971 (see table 6). 

This phenomenon was evident in both the 
developed and the developing countries, but 
the latter were affected to a greater extent 
because of several additional facts, such as the 
decline in domestic activity in the industrialized 
countries, the drop in the prices of primary 


Table 6. Expansion of world trade 
(Cumulative annual growth rates) 


commodities, the international monetary crisis! 
and to some extent the dock strike in thi 
United States during the last quarter of 1971) 

This weakening of international trade becam: | 
more pronounced in the second half of 197 
owing to the drop in United States exports t 
Western Europe and Japan (total United; 
States exports increased by only 2.1 per cenj 
in 1971). In contrast, the decline in the exportt 
of the EEC and EFTA was not due to a drop 
in the volume of their exports to the Unitea 
States, which in fact reached the highest leveg 
on record, but to a loss of dynamism in intra: 
community and intra-area trade. In the casey 
of Japan, the only industrialized country where 
the growth rate of exports did not fall in 1971) 
it appears that increased exports to the United 
States and the developing countries played a 
very important role. It can be concluded 
from this that in 1971 the import market whic 7 
prevented any further deterioration in the 
dynamism of world trade was that of the 
United States, since the increasing overvalua 
tion of the dollar boosted imports despite the 
recession which the country was feeling: 
Western Europe and Japan, on the other hand, 
were selling markets rather than import 
markets, because of the contraction of thei 
economies and the improved competitives 
capacity of their exports in the face of the over- 
valued dollar. ) 

The most far-reaching effect on the develop-~ 
ing countries of the reduced level of domestics 
activity in the industrialized countries was thei 
drop in the prices of primary commodities, as} 
will be seen in more detail below. The depressive 


1950- 1960- 


1960 1970 1968 1969 1970 1971 
World . : ‘ : aap, 7.6 95 11.6 14.0 14.7 10.9 
Developed countries : Se Say 10.2 12.3 15.2 159 10.1 
Developing countries ‘ oie Tel 10.9 11.8 10.1 a9 
Countries with centrally-planned 
economies . : , et Lal 8.2 10.8 10.3 10.6 10.7 
United States . : : Sealy fe 7.6 8.4 9.4 P37 21 
Latin America : , AbD 3 5.6 6.2 8.7 10.5 i) 
Western Europe. : gna Cle 10.4 11.7 17.0 16.3 12.8 
EEC. ; ‘ : oa 253 IS 14.3 17.9 16.9 12.8 
EFTA . F ; . vi 6:8 8.2 8.1 15.0 14.7 12.0 
Other European countries SiO 10.3 4.6 17.2 19.3 173 
Japan . F : : Sigs! 16.9 24.2 23.3 20.8 24.7 
Eastern Europe : ‘ ce PAN 9.0 | 10.4 11.0 10.6 
Asia. ; : , Sy MKS 6.4 12.0 IVS Ly) 15.5 
Africa . : ‘ : abe SEC, 9.1 15.8 16.1 12.1 8.9 
Middle East . : : fn. 6 8.9 11.6 7.0 2 19.0 
ee Se ee 
Source: ECLA i i i i 
1968 an the Uned Nations Bont ult of Soca, Deseaer aad ee se! Trade 1959 a 
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trend of the prices of these commodities 
pushed down the growth in value of Latin 
America’s exports during 1971 to a bare 1.2 
per cent. In contrast, Africa succeeded in 
increasing its exports by about 9 per cent, 
although this was less than the 12 per cent 
Increase recorded in 1970, while Asia increased 
Its exports by 15.5 per cent compared with 
11.3 per cent the year before and the Middle 
East pushed up the rate of expansion of its 
exports from 11.2 per cent in 1970 to 19 per 
cent in 1971. The rapid increase in the Middle 
East’s exports is due to the fact that Iran and 
Saudi Arabia significantly increased their share 
of world supplies of petroleum, mainly at the 
expense of Libya and Algeria, where sales 
were affected by the nationalization of foreign- 
owned oil companies, and Venezuela, where 
sales were affected by the adjustment in the 
prices of petroleum exports in the light of the 
new levels established in the OPEC agreement.’ 
During 1971, Latin American exports came 
up against price problems which resulted in a 
drop in exports from Bolivia, Chile, Peru, 
Colombia, El Salvador and Guatemala, a 
standstill in export growth in Ecuador, and 
only slight increases in Costa Rica and 
Nicaragua, while there was a slowing-down in 
the rate of increase of Brazilian exports. 
Moreover, poor weather conditions and too 
rigid exchange policies produced inelasticities 
In supply which cut down exports by Argentina 
-and Uruguay and restricted the growth of 
Peruvian exports. In short, all these circum- 
~stances contributed to the decline of Latin 
America’s exports, and in fact their value 
would have actually fallen had it not been for 
the increase in Venezuelan petroleum prices, 
as already noted. 

The decline of demand in the main purchas- 
ing markets meant that Latin American 
exports to Japan, the EEC and EFTA dropped 
in absolute terms, while exports to the United 
States grew only slightly, the increase being 
solely due to increased exports by Venezuela 
and Brazil, since the exports of the other 
countries of the region failed to rise or even 
declined. 

The growth of world trade by an average of 
9.3 per cent per year during the 1960s was the 
result of greater dynamism in all the regions 


7 Iran and Saudi Arabia took over the two leading places 
in world exports of petroleum, while the drop in production 
in Venezuela brought this country down from first to third 
place. The adjustment of Venezuelan petroleum prices from 
March 1971 onward to take advantage of the difference 
between sale and reference prices, however, more than made 
up for the drop in the volume exported and raised the value 
of the country’s exports. 


(see table 6). While the figures for the last two 
decades show that it was possible to narrow the 
gap between the growth rates of exports from 
the developing regions and those from the 
developed regions, this has not meant any 
structural change in the type of goods exported 
(i.e., primary commodities and manufactures, 
respectively): it merely reflects changes in 
demand from one decade to another on account 
of substitution, price considerations, the 
Strategic nature of some primary commodities 
(petroleum, copper, etc.), the links between 
some developing countries and their former 
metropolitan countries, and the improved 
access of such developing countries to other 
markets, to the detriment of the position of 
traditional suppliers. These factors, singly or 
combined, explain the annual increase in 
exports during the 1960s in Africa and the 
Middle East, where the growth rate fluctuated 
around the world average, and the sharp 
increase in exports from Asia in comparison 
with the 1950s. Latin America more than 
doubled its annual rate of increase between 
the two decades, but has the lowest rate of all 
the developing regions because it has not 
adapted the structure of its exports to the 
changing structure of world trade and the 
competition created by the activities of the 
trade blocs. 


(c) Recent trends in export prices in Latin 
America 

In 1971 the general drop that occurred in the 
prices of primary products exported by Latin 
America marked the end of a process of 
recovery which had favourably affected such 
prices—with some exceptions—in 1969 and 
1970 (see table 7). Although price instability 
is a characteristic feature of primary products, 
this time the situation was different. In the 
first place, the monetary crisis which led to 
a floating dollar exchange rate and currency 
realignments in Western Europe and Japan 
was yet another factor limiting income and the 
purchasing power of Latin American exports. 
Secondly, these events occurred in a context 
of deceleration of the growth of the indus- 
trialized economies, which was reflected in the 
lower prices paid for primary products and the 
decline in world trade. 

If exports are broken down into major 
groups it will be seen that with the exception of 
agricultural raw materials and petroleum, the 
drop in the unit value of export commodities 
affected all the main groups, particularly metals 
(because of the magnitude of the drop) and 
tropical products (because of their share in the 
total value). 


Table 7. Latin America: price indexes of major exports on the world market 


(1963 = 100) 
Commodity Weighting 1965 1966 1967 1968 1969 1970 1971 
Food, beverages and tobacco 41.61 100 96 92 90 101 : : : : i 
Tropical zone 35.36 97 93 89 90 100 sf 
Sugar* 6.61 25 22 24 5 41 44 
Sugar? 3.86 83 85 89 oy) 96 99 104 
Bananas 2.88 96 92 93 89 90 105 104 
Cocoa 158 64 87 100 124 164 122 oF 
Coffee® 9.80 131 120 111 110 120 160 131 
Coffee* 9.83 123 120 106 108 114 142 125 
Tobacco 0.85 79 ee 2 B55 a et Ae 
Temperate zone 6.25 116 114 112 96 111 105 101 
Beef . QaG. 133 125 124 126 = if 
Maize 1.70 108 108 101 94 100 112 108 
Wheat. ; : 1.78 98 101 107 98 98 98 95 
Agricultural raw materials 12.14 101 102 95 96 95 99 106 
Linseed oil 0.84 100 91 98 111 112 107 93 
Cotton*® 3.89 98 96 105 106 97 105 121 
Cotton‘ 1.34 99 92 100 102 88 100 122 
Cotton® 0.42 105 109 118 127 117 123 124 
Hides . : 1.02 121 165 121 118 126 123 144 
Quebracho extract. 0.22 115 116 115 122 135 15d 160 
Fish meal 1.10 128 123 107 111 133 148 132 
Wool? . 1.25 83 94 83 12 74 64 55 
Wool . 2.06 90 84 56 55 39 59 62 
Metals Hpi 129 152 142 148 174 172 145 
Copper 6.59 136 186 170 183 227 220 168 
Tin 0.61 155 142 135 125 137 144 140 
Iron ore 3.84 i 98 98 98 98 101 105 
Lead 0.88 182 150 131 138 166 171 145 
Zinc ; : ? 0.59 147 133 131 124 135 138 146 
Petroleum and _ petroleum 
products ; : 33.74 93 91 90 9] 90 92 LI2 
Total, excluding petroleum 
and petroleum products 66.26 105 108 102 103 114 IPP) 114 
Total 21 products . 100.00 104 102 98 99 106 114 114 


Source: ECLA, on the basis of United Nations, Monthly 


Bulletin of Statistics. 


* Excluding exports to the United States. 


> Exports to the United States. 


° Santos (Brazil). 
4 Manizales (Colombia). 


The rise 


in prices 


of agricultural 


Taw 


materials extended to all products included in 
the index except fish meal, linseed oil and 
Uruguayan wool, and was particularly marked 
in the case of cotton (Mexican and Brazilian), 
quebracho extract and Argentine wool. Apart 
from fluctuations in the supply of cotton, there 
seems to have been a change in consumer 
preferences in favour of this article, which may 
have helped to push up prices. 

Fluctuations in supply seem to have been 
the most important factor in bringing down 
the prices of tropical foods and beverages. 
Coffee and cocoa prices were low, and the rise 
in sugar prices was not enough to offset the 
depressive trend in the unit value for the 
group as a whole. 

Among the temperate-zone products, the 


© Matamoros (Mexico). 

€ Sao Paulo (Brazil). 

® Pima (Peru). 

" Montevideo (Uruguay). 

* Buenos Aires (Argentina). 


increase in the price of beef owing to supply 
limitations contrasted with a moderate drop 
in maize and wheat prices. The cereals sub- 
group was affected by the discriminatory or 
protectionist policies of developed countries. 

The unit value of metals dropped, mainly 
Owing to the fall in the price of copper. These 
variations were due primarily to changes in 
demand because of fluctuations in the level of 
activity in developed countries. All non- 
ferrous metals (except zinc) registered a 
decline; in contrast, the price of iron ore rose 
slightly and there was a marked increase in the 
price of Venezuelan oil. 

Sugar. Sugar prices followed two different 
trends in 1971. United States prices improved, 
and this position was consolidated in the 
course of the year, while world prices of 
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inrefined sugar, which had reached 4.11 cents 
per pound in December 1970, went up to 
) cents in March 1971 but subsequently dropped 
as a result of adjustments in the quota in 
response to this trend, although the annual 
average was still higher than in 1970. 

In the period 1970-1971 world production 
decreased slightly (by less than 1 per cent) with 
respect to the previous period, the total crop 
amounting to 78.7 million short tons. The 
same trend was observable in Latin America 
as a whole, mainly owing to the drop in 
Cuba’s output following the bumper crop in 
1969-1970, since in the rest of the region 
production increased. Brazil’s output rose by 
nearly 20 per cent to 5.9 million short tons. 

The regulations applied under the Inter- 
national Sugar Agreement enabled price move- 
ments to be stabilized within the pre-established 
limits. Thus, in line with the automatic 
adjustment provisions of the Agreement, 
sxport quotas were increased to 100 per cent of 
the basic volume at the beginning of January, 
and to 110 per cent one month later. 

The International Sugar Agreement does not, 

of course, regulate all world trade in this 
commodity, since it operates concurrently 
with other special systems, such as (a) the 
British Commonwealth Sugar Agreement; 
(b) the United States import quota system; 
(c) Cuba’s exports to the USSR and other 
socialist countries; and (d) the agreement 
covering the African and Malagasy States. 
Thus, during the period 1968-1970, about 
35 per cent of the volume of world trade in 
sugar was subject to the provisions of the 
International Agreement, which does, however 
(together with the United States import 
quota system), regulate a major proportion 
of the operations of the Latin American 
countries, except Cuba. 
There was a gradual but steady increase in 
United States prices, which reflects the high 
level of sugar imports due, inter alia, to the 
shortfall in supplies from Puerto Rico. 

Coffee. The decline in the prices of Brazilian 
nd Colombian coffee was particularly marked 

the first half of 1971, but was followed by a 
light improvement in the last three months. 
he fall was steeper for the Brazilian product. 

World output fell sharply (14.5 per cent) to 
bout 57 million bags in 1970-1971. This 
ontraction is attributable to the sharp fall in 
razil’s output from 19 million bags in 
969-1970 to less than 10 million in 1970-1971. 
Colombia’s output also dropped by more than 
[1 per cent to 7.5 million bags. 

The anticipated shortage of coffee in 1970 
saused purchasers to build up stocks, with the 
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result that international prices reached ab- 
normally high levels. The drop in price was 
therefore to be expected, especially in view of 
the recovery of Brazil’s production in 1971-— 
1972. The Arabica types of coffee were 
particularly affected as a result of Brazil’s 
new sales policy (a reduction of 12 cents per 
pound in the registered floor prices). In view of 
this, and in line with the relevant provisions of 
the International Coffee Agreement, the quotas 
established for these types of coffee were 
reduced, which helped to stabilize their price. 
_ The International Coffee Agreement came 
into force at the end of 1963, after a fairly 
long period in which world coffee prices 
declined and large surpluses accumulated, 
especially in Brazil. The regulatory effects of 
the Agreement are based, inter alia, on the 
establishment of a system of quotas which can 
be selectively adjusted according to the prices 
of the different qualities of coffee. 

Cocoa. Cocoa prices pursued the previous 
year’s declining trend due to the steady increase 
in world output, especially by the African 
countries and some Latin American countries 
like Brazil and Ecuador. 

In the period 1970-1971 world production 
rose by 5.1 per cent to a total of 1.5 million 
tons. There was a drop in the output of nearly 
all the major producers except Ecuador and 
Nigeria, but the latter increased its output by 
nearly 100,000 tons, thus more than offsetting 
the above-mentioned reductions. 

Since cocoa prices are highly sensitive to 
fluctuations in supply, and it has not yet been 
possible to conclude a satisfactory international 
agreement for the establishment of a buffer 
stock, surplus production was the main 
reason for the fall in the prices of this com- 
modity in 1970 and 1971, although the 
marketing machinery is also partly responsible. 

Wheat. The price of wheat reached its 
lowest level since the beginning of the decade, 
falling slightly below the level maintained over 
the years 1968-1970. 

The production increases in the main 
Western countries represent a partial recovery 
from the low levels recorded in 1970. The sub- 
stantial increases in the output of the USSR and 
United States during the 1960s mainly account 
for the increase in world wheat supplies. 

Argentina produced 6 million metric tons of 
wheat in 1971, which represented a 43 per cent 
increase over the previous year’s low yields 
but was still lower than the average for the 
1960s. 

The most recent International Wheat Agree- 
ment dates from mid-1971 and is confined 
to maintaining machinery for the compilation 


and exchange of statistical data as a basis for 
consultations in the event of market instability. 
The elimination from it of all commitments 
existing in previous agreements concerning 
volume of supply on the part of exporters and 
purchases on the part of importers reflects the 
change in attitude to price policy adopted by 
some developed countries with decisive in- 
fluence in the international wheat market. 
Latin America’s wheat export prospects there- 
fore depend on the extent of government aid 
granted by developed countries to their own 
exporters and the price war launched by some 
developed countries when the previous agree- 
ment was in force (despite the commitments 
undertaken with regard to minimum prices). 

Beef. International prices of beef (on the 
London market) have shown a firm upward 
trend which reached its peak in April 1971 but 
subsequently declined, especially in the last 
quarter. The main stimulus to prices was the 
reduction in Argentina’s exports, which 
dropped from 514,206 tons in 1970 to 339,028 
tons in 1971. The volume of Uruguay’s 
exports decreased also (40 per cent), partly as 
the result of a flourishing contraband traffic. 

Cotton. From January to September the price 
of Matamoros, Sao Paulo and Pima cotton 
(particularly the Mexican and Brazilian pro- 
duct) rose steadily. The decrease in output and 
in world stocks and the rise in the price of 
artificial fibres are some of the factors which 
account for this increase. 

In Latin America, the reduction in the area 
sown and the lower yields obtained in Brazil 
and Mexico throughout 1970 may have had 
limiting effects on supply which favoured the 
rise in prices. 

Wool. The price of Uruguayan wool suf- 
fered a further decline throughout 1971, with a 
pronounced drop in the first six months to a 
level which remained constant in the second 
half of the year. In contrast, the price of 
Argentine wool rose to slightly more than 
the 1970 level. 

The main factor affecting both demand and 
price is the growing competition from syn- 
thetic fibres: these already represent over 
35 per cent of the raw materials used by the 
textile industry in Western Europe and North 
America, and the proportion is continuing to 
increase. A comparison of the periods January 
to June in 1970 and 1971 shows that the con- 
sumption of virgin wool fell by 8 per cent in 
nine of the countries considered to be the 
major wool consumers, including Japan where 
the drop was 11 per cent.$ 


8 World Wool Digest, vol. XXII, No. 10, October 1971, 
p. 156. 
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Fish meal. In the first nine months of 1971_ 
the price of fish meal declined from the high 
levels reached in the two preceding years, but — 
it recovered in the last three months. Stocks in- 
the major exporting countries (Peru and 
Norway) at the beginning of 1971 were twice 
the volume existing the year before, and this 
had an unfavourable effect on prices. 

In Peru a government body (EPCHAP) was 
set up to control sales, prices and policies 
governing stocks of this product. Since other 
exporting countries have adopted similar 
policies, it is to be hoped that price fluctuations 
will be reduced. 

Non-ferrous metals. The drop in the price of 
tin in the period January to March 1971 was 
not offset by the increase in prices over the 
remaining nine months, so that the trend | 
towards an improvement in tin prices observ- 
able in the two previous years was halted. A 
factor responsible for this situation was the 
decreased industrial activity in developed 
countries (especially the United States), which 
led to a reduction in the consumption and 
production of tin plate. 

The fourth International Tin Agreement was 
signed in July 1971. Like the previous agree- 
ments, it provides for the maintenance of a 
buffer stock and the establishment of ceiling 
prices. These measures are supplemented by 
authority to establish periods of export control 
where market conditions so require. The first 
Agreement was concluded in 1956 under 
conditions of surplus production and a 
marked drop in prices; the supply consequently 
went down, and moreover world tin con- 
sumption increased in 1960. Thus, through the 
operation of the buffer stock and the establish- 
ment of periods of export control whenever 
prices decreased, average tin prices improved, 
and since October 1970 the floor and ceiling 
prices have been higher than in any previous 
period. The successful results of this Agree- 
ment have influenced not only its method of | 
operation but also world market conditions, | 
where supply has been heavily restricted 
during the major part of the periods covered 
by the agreements. 

In 1971, there was a marked downturn in 
copper prices, which had started to drop in 
1970, after reaching their peak for the decade 
in 1969. 

Demand for copper depends almost ex- 
clusively on manufacturing activities in devel- 
oped countries and is highly sensitive to 
fluctuations in the level of industrial activity. 
Thus, from the first quarter of 1970, the 
recessive trend in the United States resulted in — 
a fall in copper prices, another possible 


actor being the strike in the United States 
epper industry which lasted until September 


It should be noted that the tariff measures 
pplied by the United States Government as 
rom August 1971 do not affect imports of 
rimary copper, blister or refined copper.’ 

Petroleum. World petroleum prices, which 
ad been fairly low during the 1960s, rose in 
970. This increase was associated, among 
ther factors, with supply limitations con- 
lected with the temporary closure of the 
frans-Arabia Topoline oil pipeline and the 
egulation of Libya’s production which affected 
upplies for Europe. The severe European 
vinter and the boom in the petrochemical 
ndustry caused demand to rise by nearly 
0 per cent in Western Europe and by about 
) per cent in the United States, particularly 
n the second half of 1970. 

The member countries of the Organization 
yf Petroleum Exporting Countries (OPEC) 
net in Caracas in December 1970 and sub- 
sequently in Teheran, where they concluded 
he Teheran Agreement (February 1971) which 
aid down the following bases for negotiating 
with petroleum companies: (i) the establish- 
nent of a minimum rate of 55 per cent for the 
ax levied on the net income of oil companies 
9y member countries; (ii) elimination of the 
lisparities between market and reference prices 
or tax purposes so that tax income may reflect 
he general improvement in the international 
yetroleum market; (iii) adoption of a new 
ravity differential system for adjusting the 
irket or reference prices for tax purposes. The 
irm stand of the member countries, including 
Venezuela, led to the oil companies’ ac- 
reptance of these conditions in an agreement 
which became effective in March 1971. 

Prices continued to rise throughout 1971. 
Venezuela’s production, following a_ brief 
1pward trend in the first three months, started 
o decline in April, the result for the whole 
year being a fall of around 4 per cent. The 
mcrease in price, however, more than offset 
he contraction in the volume of Venezuela’s 
xports and helped to improve its trade 
yalance. 

The reduction in the volume produced by 
enezuela was due partly to the smaller 
Bana from the major world consumers and 
yartly to the fact that this demand was re- 
riented towards suppliers in the Middle East. 
hus, the outputs of Saudi Arabia (the leading 


® Chilean Copper Corporation (CODELCO), Depart- 
rent of Market Studies and Analysis, Informe de mercado, 
971. 


producer among the OPEC countries), Iran 
and Kuwait are estimated to have risen by 
D2 INT 4andis9 per cent, respectively. 


(d) Latin American balance-of-payments trends 


(i) The balance of payments before com- 
pensatory financing. The drop in world prices 
of certain primary products in 1971 had an 
effect on numerous Latin American economies. 
As a result, export earnings either increased 
more slowly than in previous years or actually 
declined in absolute terms, thereby worsening 
the trade balance and raising considerably 
the external deficit on current account. In 
some cases, the consequent imbalance had to 
be covered by an extensive use of gold and 
foreign exchange reserves; in others, it was 
corrected by an exceptionally large inflow of 
non-compensatory capital which enabled the 
balance of payments for the region as a whole 
before compensation to be closed with a 
further surplus of around $400 million ($180 
million excluding allocations of Special Draw- 
ing Rights (SDRs)), although this was far below 
the $1,415 million surplus recorded in 1970 
($1,100 million excluding SDRs). 

The balance-of-payments surplus for 1971 
meant that there was once again a substantial 
rise in reserves of gold and foreign exchange; 
at the same time, however, there are a number 
of negative signs, such as the use of $100 
million of SDRs out of the $250 million 
allocated to the region as a whole and an 
increase in liabilities abroad and with the IMF 
which, in previous years, had been declining 
(see table 8). Almost 75 per cent of Latin 
America’s gross international reserves, amount- 
ing at year’s end to $5,720 million, are ac- 
counted for by Brazil, Venezuela and Mexico, 
whose imports, however, represented only 
slightly over half the total for the region. In 
other words, the accumulated reserves of the 
three countries corresponded on average to 
six months’ imports whereas, for the remaining 
16 countries, they barely represented two and a 
half months.!° Such a low coefficient of 
reserves takes on a serious character when 
export earnings or capital inflows drop or 
when there is net disinvestment; when that 
happens, the declining capacity to import and 
the need to step up external purchases in- 
evitably mean using up international reserves 
and augmenting the external liabilities of the 
monetary authorities—in other words, the net 


10 The average includes Uruguay, although its gross 
reserves were the equivalent of almost 10 months of imports, 
the highest coefficient in Latin America. 


aD 


Table 8. Latin America: balance of payments position before compensation 


OO LS RE me a 


(Millions of dollars) 
ee SS a eee eee ee 
Total Total 
1958-1962 1963-1969 1968 1969 1970 1971 . 
? 
Argentina . — 364.5 732.0 184.0 —91.0 279.0 —563.0 } 
Bolivia —4.9 33.5 0.2 0.4 3.4 —4.1 
Brazil — 850.0 918.0 42.0 647.0 635.0 636.0 
Colombia —17.3 125.0 53.0 50.0 48.0 —12.4 \ 
Chile . — 234.0 322.0 119.0 214.0 112.3. —300.0 ; 
Ecuador 3.8 16.2 —11.3 4.2 0.2 — 16.5 
Mexico — 56.7 225.0 93.0 — 53.0 75.0 200.0 
Paraguay —2.6 95 —0.9 —1.4 8.4 3.6 
Peru . 77.4 26.0 — 14.0 38.0 174.0 —73.4 
Uruguay . —109.0 —6.3 36.2 13.4 —29.7 —31.1 
Venezuela . . —1,102.3 580.0 52.0 16.0 90.0 502.0 
Haiti . —0.7 —4.0 1.0 1.3 2.8 7.0 
Panama . — —2.8 —2.4 —0.4 6.9 Sal 
Dominican Republic — 38.8 0.7 12.1 13.4 —8.4 121 
Costa Rica . —17.5 20.3 Tl Ziel —9.6 9.0 
EI Salvador —21.9 8.9 0.8 —8.7 11.2 0.2 
Guatemala . — 39.3 15.8 —0.7 7.8 18.2 17.4 
Honduras . —44 20.2 6.0 —1.9 —10.9 i! 
Nicaragua . ; =1.2 19% Li —5.7 10.1 4.6 
Total. ; : . —2,783.9 3,059.5 578.8 864.5 1,415.9 395.6 
Total excluding SDRs — — a — 1,102.5 136.0 
Compensatory financing 
(a+b+c) 2,783.9 —3,059.5 —578.8 —864.5 —1,415.9 —395.6 
Compensatory financing ex- 
cluding SDRs ’ — -—— - — —1,102.5 —136.0 
(a) Net balance-of-payments 
loans, trade arrears, de- 
ferred import payments, 
swaps and other liabili- 
ties of the monetary 
authorities . : 1,443.7 — 870.8 —168.1 —348.0 —235.0 109.6 
(5) Net transactions with the 
International Monetary 
Fund . : 200.3 — 334.3 — 69.9 —21.6 —298.9 58.7 
(i) Stand-by credit 368.9 — 65.7 62.7 —15.6 — 76.6 —5.3 
(ii) Compensatory 
credit — 91.5 6.7 8.9 — 35.0 35.0 
(iii) Other transactions 
(increase — ) — 168.6 — 360.1 — 139.3 —14.9 —187.3 29.0 
(c) Special Drawing Rights 
(increase — ) : ; ~- -- — — =—263.9 "—159-7 
(d) Movement of gold and 
official foreign exchange 
(increase —) 1,139.9 —1,854.4 —340.8 -—494.9 —618.1 —404.2 


Source: IMF, Balance of Payments Yearbook, vols. 15, 17, 22 and 23. 


external position deteriorates. Indeed, several 
countries had such an experience in the 
course of 1971. 

On the one hand, a conflict arose in a number 
of economies between the downward trend of 
export earnings and a growing demand for 
imports, the inflow of non-compensatory 
capital being irregular and uneven. On the 
other hand, certain countries also registered an 
unfavourable trade balance, but with a net 
outflow of capital. Finally, there were those 
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which continued to benefit from a massive | 
inflow of external funds. 

_ The widely differing situations prevailing 
in the various countries during the year 
explain why the balance-of-payments position 
before compensatory financing was so uneven. 
Twelve countries, for instance, registered 
balance-of-payments surpluses totalling $1,395 
million, 95 per cent of which was accounted 
for by Brazil, Mexico and Venezuela, these 
(especially the first two) being also the countries 


lat benefited from the largest inflow of non- 
ympensatory capital. Seven other countries 
ade up a deficit of $1,000 million, of which 
rgentina accounted for 50 per cent, Chile for 
) per cent (both countries registered a net 
utflow of capital), and Peru, Uruguay, 
cuador, Colombia and Bolivia for the rest. 
1 1970, four countries had been responsible 
yr a deficit of a bare $58 million. Since there 
as not much difference between the total 
dividual country surpluses for the last two 
ears ($1,475 million and $1,395 million), the 
/orsening of the net position of the monetary 
uthorities in 1971 was far more serious than 
1 1970 and led to a sharp decline in the 
ver-all balance-of-payments surplus for the 
sgion as a whole (from $1,415 million to 
395 million). 

Efforts in a number of countries to make 
ood the loss of international reserves or to 
olster up the net position of the monetary 
uthorities came to naught: thus, Uruguay 
howed a balance-of-payments deficit for both 
970 and 1971, while Argentina, Chile and 
eru showed deficits for 1971. The absence of a 
ufficient inflow of capital to offset the effects 
f an unfavourable trade balance and to meet 
service payments on foreign capital caused a 
erious drain on international reserves. The 
ame pressures, deriving from a large external 
ebt, were present in Brazil and Mexico, but 
nere they were contained or alleviated by a 
apital inflow which was large enough even to 
save a Surplus to boost reserves of gold and 
oreign exchange. Though the reserves of 
‘osta Rica, the Dominican Republic and 
icuador remained low and their external debt 
ose, these countries were able to increase their 
nports thanks to a growing inflow of capital. 
‘hese three countries have one characteristic 
1 common: they need a certain amount of 
mports in order to sustain domestic growth, 
ut their export trade tends to be far too rigid 
) maintain or generate a trade surplus capable 
f covering service payments on foreign 
pital (amortization, interest and profits). 
his imbalance leads to a permanent state of 
idebtedness, repeatedly palliated as long as 
1e inflow of capital continues, but once the 
itter falls short of what is needed, the deficit 
as to be met out of international reserves. If 
ne irregular flow of capital persists, then, 
ecause of the limited capacity of those 
eserves, the situation deteriorates and the 
roblem reaches a point where the external 
ebt has to be renegotiated so as to postpone 
s reimbursement and extend the repayment 
eriod. For the net external position to 
nprove, exports must be stepped up and 
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imports contained in order to increase the 
trade surplus which serves to cover the pay- 
ment of debts and arrears, interest on loans and 
profits on direct investment, reduction of the 
liabilities of the monetary authorities or the 
enlargement of international reserves. However, 
since exports—mostly of primary products— 
are not very flexible, the trade balance can 
only be improved by reducing imports, and 
this has a negative effect on the country’s 
productive activity. It should be noted that in 
such countries neither import substitution nor 
the accompanying process of industrial develop- 
ment ever succeeded in reconciling the con- 
tradiction between what was needed to improve 
the external position and what was required 
to promote domestic growth, since no change 
was wrought in the basic structures of exports, 
which remained as rigid as before and continued 
to be responsible for the recurrent balance-of- 
payments crises. The external pressures cur- 
rently being borne by Latin America, relief 
from which depends on stepping up the 
region’s exports, could be lessened by the new 
openings which industrialized countries pro- 
vided when they adopted the generalized 
system of preferences for exports of manu- 
factures and semi-manufactures from develop- 
ing countries. 

(11) Exports and imports and the merchandise 
trade balance. The process of acceleration of 
exports which had been visible in Latin 
America since 1968 slowed down in 1971, 
when the increase was only 2.6 per cent, 
compared with 11.6 and 9.1 per cent in the 
two previous years. The figure of more than 
$14,000 million achieved by the 19 countries 
in their merchandise export trade (see table 9) 
was the outcome of a variety of trends affecting 
world prices and the supply of the region’s 
main export commodities which caused unit 
prices to rise by 1.8 per cent and the volume 
of exports by 0.8 per cent, on average. The 
slowing down of economic activity in the 
industrialized countries brought down the 
prices of several metals (copper, tin, tungsten, 
antimony, lead, etc.), fish meal and linseed oil. 

At the same time, the recovery of the world 
supply of cocoa and coffee once again caused 
demand to harden and prices to drop sharply, 
while the good cereal harvests in the United 
States pushed wheat and maize prices down 
slightly. In addition, there were reductions in 
the supply of sugar from Cuba and meat from 
Argentina which raised their world prices, and 
prices of certain types of cotton and wool 
also went up. However, the main factor that 
offset the drop in prices of most commodities 
was the size of the adjustment in the selling 


| 


Table 9. Latin Americi 


(Mil jo} 
Exports* H | 
j| 
1958-  1963-  1966- 1958— 1963- 
1962 1965 1969 1968 1969 1970 1971 1962 1965 | 


average average average 


average averaae 


Argentina . 5 : =~ 105245. 1542257.5 gAe50933 
Bolivia ; d : ; 58.9 95.8 156.0 
Brazil . ? , ; . 1,283.2), 1,477.35) 1,896.8 
Colombia . ; : 02,9 570.7 593.3 
Chile . : ‘ : . 444.7 SE Pei 957.3 
Ecuador . : : . 141.8 164.5 196.6 
Mexico ; : : . 80187 “1,054.0 265%8 
Paraguay . ‘ : : 38.2 48.8 5233 
Peru . é : i a 4250 641.7 813.0 
Uruguay. ; : . 144.2 182.0 182.4 
Venezuela . ; ; . 2,443.0 2,475.3 2,499.5 
Haiti . : : f 4 3535 39.7 35.2 
Panama : ; : : 44.7 82.3 115.3 
Dominican Republic . . 144.8 159.7 160.6 
Costa Rica . ; ; : 86.4 107.0 159.7 
El Salvador . i 4 ~ 180 1719 202.8 
Guatemala . : ? je Lit 173.3 252-1 
Honduras . j : : 7125 102.6 163.1 
Nicaragua . i F 73.9 127.1 152.2, 


Latin America, excluding Cuba 8,024.1 9,689.1 11,343.3 


Latin America, excluding Cuba 
and Venezuela . : bed JOLel — 22158 8,04 5:0 


I 
1,368.0 1,612.0 1,773.0 1,710.0 1,094.3 944.3) 


1ST . ot 1S ct gl IST gn eh des 74.4 110.5% 
1,881.0 2,311.0 2,739.0 2,900.0 1,255.6 1,107.04 
609.0 672.0 788.0 716.0 470.1 503.04 
914.0 1,175.0 1,130.5 1,046.5 480.1 553.7) 
210.7 tag 2338 gat 105.7 138.01 
1,258.0 1,454.0 1,399.0 1,456.0 —-1,090.3 1,391.38 
500 «l. esgaab esse 66,5 43.2 47.1 
840.0 881.0 1,032.0 883.9 361.5 557.71 
179.3 200.3. 224.1 :195.7 170.8 147.88 
2,538.0 2,523.0 2,656.0 3,147.0 —‘1,278.7_—1,194.38 
36.3 37.6 39.0 46.7 45.2 39.71 
117.4 131.3 129.9 134.0 113.7 174.85 
163.5 184.1 213.0 245.0 108.1 162.64 
170.0 189.6 228.9 237.9 95.9 133.1] 
217 we20g2Ish ae93'CyeDsI 104.4 168.65 
233.4 262.5 2983 290.8 126.1 179.00 
181.0 1709 1778 190.1 67.3 98.79 
161.0 157.5 1778 182.8 62.4 111.68 


11,279.4  12,585.8 13,729.4 14,087.6 7,147.8 7,763.4) 


8,741.4 10,062.8 11,073,4 10,940.6 5,869.1 6,507 


Source: IMF, Balance of Payments Yearbook, vols. 15, 17, 22 and 23. 


* Including non-monetary gold. 


price of Venezuelan petroleum following the 
entry into effect of the OPEC agreement in 
March 1971; this goes to explain why the rise 
in value and unit price of Latin American 
exports as a whole was so small. If Venezuela 
is left out of the reckoning, the value of exports 
drops by 1.2 per cent and the unit price by 
3.9 per cent. Furthermore, the volume of the 
region’s exports remained virtually unchanged, 
owing to unfavourable weather conditions 
which reduced the quantity of wheat and meat 
exported, a reduction in the sales of petroleum, 
mainly because of the less competitive nature 
of the new prices (for not all countries com- 
plied strictly with the May 1971 OPEC agree- 
ment), and, finally, the rigidity of the exchange 
policy of certain countries, which led to 
stagnation of exports of certain goods. None- 
theless, these setbacks were compensated by an 
increase in the volume of exports of most 
products whose prices dropped. The final 
result, however, was that the physical volume 
of exports rose by a bare 0.8 per cent, far 
below the 7 per cent annual target set for the 
Second United Nations Development Decade. 

As a result of a variety of concurrent 
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economic phenomena in 1971, 10 countries 
increased their export earnings by a total of 
some $780 million, 63 per cent of which was 
accounted for by Venezuela, followed by 
Brazil, Mexico, the Dominican Republic, 
Honduras, Costa Rica, Haiti, Nicaragua, 
Panama and Paraguay. In relative terms, 
the biggest increases occurred in Haiti, 
Venezuela and the Dominican Republic, 
though the latter is the only country that had 
kept up its performance for the past three 
years. Moreover, as can be seen from table 9, 
the drop in coffee and cocoa prices seriously 
affected the growth rate of exports of Brazil 
and Costa Rica. At the same time, nine 
countries suffered a cutback of a total of some 
$420 million in their export earnings, Peru 
accounting for 35 per cent of this drop and 
Chile, Colombia, Bolivia, Guatemala, El 
Salvador, Ecuador, Argentina and Uruguay 
the remainder. In the first seven of these 
countries the drop in exports was caused by 
changing prices, and in the last two by domestic 
rigidities affecting supply or foreign exchange. 

Imports again rose fairly rapidly (10.8 per 
cent), though less than the year before (15.1 


‘handise trade 
yllars) 


ee or ee ee eee Ae ye ee 


Imports f.0.b. Balance on merchandise account 
166— 
1958— 1963- 1966- 

1968 1969 1970 1971 1962 1965 1969 1968 1969 1970 1971 
rage average average average 
80.0 1,017.0 1,372.0 1,466.0 1,644.0 —41.9 478.4 429.3 S510 240.0 307.0 66.0 
56.4 161.5 173.4 166.2 “174.5 —15.5 — 14.7 —0.4 —4.4 Bell 29.5 4.0 
48.0 1855.0 81399310 2507.0) 93.2250 27.6 370.3 248.8 26.0 318.0 232.0 = 325.0 
5 615.0 648.0 802.0 760.0 32.8 67.7 1.8 — 6.0 24.0 —14.0 — 44.0 
48.3 730.0 845.0 928.0 1,021.4 —35.4 39.0 209.0 184.0 330.0 202.5 25.1 
me? 212.7 220.0 262.3 350.3 36.1 26.5 6.4 —=2.0 —31.9 =295 »=—118:2 
96.2 1,899.0 2,014.0 2,392.0 2,344.0 —288.5 —337.3 -—530.4 -—641.0 -—560.0 -—993.0 —888.0 
| 74.0 81.2 76.6 81.5 —5.0 ell —18.8 — 24.0 — 26.0 =11.3 = 15.0 
39.0 663.0 674.0 695.0 743.8 63.6 84.0 74.0 177.0 207.0 337.0 140.1 
46.2 135.9 170.2 196.7 189.2 — 26.6 34.2 36.2 43.4 30.1 27.4 6:5 
172.3 1,583.0 1,624.0 1,780.0 1,994.0 1,164.3 1,281.0 1,027.2 955.0 899.0 876.0 1,153.0 
41.2 38.7 42.0 47.7 52.5 —9.7 0.0 — 6.0 —2.4 4.4 8.7 

; ‘ A : ; —4. hy —5.8 
45.2 245.9 285.0 332.0 39561 — 69.0 = ODS 29.9) 128.5. 15357, —2022. 0 al 
85.5 196.8 210.4 267.0 325.0 36.7 —2.9 —24.9 — 33.3 — 26.3 — 54.0 — 80.0 
87.8 193.7 221.5 287.4 324.2 —9.5 — 26.1 — 28.1 — 235) —31.9 — 58.5 — 86.3 
99.5 198.2 192.8 197.3 221.0 — 13.6 33. eis) 13.5 9.4 32.0 (All 
26.7 237.6 240.9 266.6 280.7 — 14.0 ai, 5.4 —4.2 21.6 Siey, 10.1 
a. 3 169.4 169.7 203.4 184.9 D2 Bo 5.8 11.6 ile —25.6 See, 
61.9 165.2 158.4 wT. 190.1 11.5 USES —9.7 —4.2 —0.9 0.1 ed 
44.3 10,391.6 11,335.5 13,0509 14,461.2 8705 1,925.7 152990 887.8 1,250.3 678.5 —373.6 
72.0 8,808.6 9,711.5 11,2709 12,467.2 — 288.0 644.7 271.8 —67.2 351.3 =—197.5 —1,526.6 
per cent). As in 1970, the unit price of imports of their monetary authorities’ policy of 


-continued to rise (between 4 and 5 per cent) 


Owing to rising inflation in the industrialized 
countries. The higher prices for manufactures, 
combined with the more or less general fall in 
commodity prices, signified a major decline in 
the purchasing power of exports in most 
Latin American countries. In addition, as a 
result of the international monetary crisis, 
several currencies were allowed to float in 
relation to the dollar and thereby reduced the 
purchasing power still further in 1971. 

While exports for the whole of Latin 
America were about $360 million higher in 1971 
than in 1970, imports increased by around 
$1,410 million: almost four times as much. 
Ever since 1964, the region’s imports of goods 
have been rising steadily, and after 1968, with 
the greater availability of short-term external 
financing, they grew even faster, attaining an 
f.o.b. value of about $14,460 million in 1971. 
Notwithstanding the strong general tendency 
to import, however, four countries actually 
reduced their imports in 1971—Colombia and 
Uruguay because of balance-of-payments dif- 
ficulties, and Mexico and Honduras as a result 


strengthening the net external position. In the 
remaining fifteen countries, the increase in 
imports over 1970 ranged from 5 to 33 per 
cent. The three countries with the highest 
import growth rates were Ecuador with 33 
per cent, Brazil with 29 per cent and the 
Dominican Republic with 22 per cent. Six 
other countries (Costa Rica, Argentina, Vene- 
zuela, El Salvador, Chile and Haiti) stepped 
up their imports by between 10 and 13 per cent 
(i.e., substantially less than the first three), 
and another six (Peru, Panama, Nicaragua, 
Paraguay, Guatemala and Bolivia) increased 
them by 5 to 7 per cent. Taking the last 
four years together, Brazil, Ecuador, the 
Dominican Republic and Costa Rica were the 
countries which, encouraged by a growing 
inflow of non-compensatory capital, increased 
their purchases abroad at the fastest rate and 
gave their domestic economy the greatest 
impetus. 

For the first time, Latin America’s 1971 
merchandise trade balance showed a deficit 
of about $370 million f.o.b., reflecting an 
excess of imports over exports. The merchan- 
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dise trade surplus had been declining for some 
years past as a result of soaring imports, which 
doubled over the past eight years while 
exports rose by only slightly over 50 per cent 
(see table 9). The negative balance on mer- 
chandise account had the effect of accentuating 
balance-of-payments difficulties, since Latin 
America, like any other developing region, 
shows a deficit on transactions of services, 
whether or not they involve factor payments. 

In former years, the size of Venezuela’s 
merchandise trade surplus was decisive for the 
region as a whole. Between 1958 and 1962, 
during which period the unit price of exports 
dropped, the trade balance for the region 
excluding Venezuela already showed a deficit 
of around $290 million, and although in 
subsequent years some considerable  sur- 
pluses were recorded, these soon declined, and 
in 1971 the deficit reached some $1,527 
million. The magnitude of the deficit would 
seem to point to the poor capacity of exports to 
meet the needs of domestic growth, whose 
demand for more imports could only be 
satisfied by resorting to more and more external 
financing. 

Table 9 shows that in 1971 nine countries 
managed to maintain a merchandise trade 
surplus amounting to $1,417 million in all (of 
which Venezuela accounted for 81 per cent), 
while the ten other countries registered a 
combined deficit of $1,791 million, 50 per cent 
of which was accounted for by Mexico. 
Venezuela’s surplus has to meet substantial net 
payments of services and external factors, 
whereas Mexico’s deficit can be offset by net 
income from travel and seasonal migrants. 
In 1971, however, far from contributing to the 
serious deterioration of the region’s mer- 
chandise trade balance, these two countries 
helped contain it, since Venezuela increased 
its own surplus after a few years of decline and 
Mexico cut back its growing deficit. Most of 
the other countries contributed to the deteriora- 
tion of the merchandise trade balance: especi- 
ally Brazil, whose position changed from a 
large surplus to an even larger deficit, its 
exports of goods increasing by a bare 6 per cent 
while its imports expanded by 29 per cent. 
Some other countries (Argentina, Chile, Peru, 
Bolivia, Uruguay, El Salvador and Guate- 
mala) registered sharp reductions in their 
merchandise trade surpluses owing to rising 
imports and declining exports. As for the 
remaining countries (Colombia, Ecuador, 
Paraguay, Panama, Dominican Republic and 
Costa Rica), these showed larger deficits than 
in previous years, particularly Ecuador which 
stepped up its imports by 33 per cent while its 
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exports remained unchanged. All in all, th 
picture described reflects a lack of dynamis 
or a drop in income due to unfavourable 
prices on the export side, with imports in) 
creasing in response to the demands of domesti 
growth and having to be covered by externa) 
financing. 

(iii) Net transactions of goods and services 0 
net expenditure on invisibles and their effects oj 
the current account results. The excess op 
imports over exports which was to be observe d 
in Latin American trade in 1971 (see table 10) 
shows that the structural problems affecting tha 
external sector have become more acute rathei 
than less with the passage of time. Despite the 
industrial progress of several countries of the 
region, the imbalance between the lack oj 
dynamism of Latin American exports and the 
pronounced import propensity of the regio 
persists. The measures to contain imports whick 
the countries often take when faced with 
balance-of-payments problems are cast aside ag 
soon as governments have regained some degree 
of financial liquidity, generally by refinancing 
debts and trade arrears. This leads to anothe j 
period in which imports grow, but since the 
rigidity of exports continues, new elements of 
tension are created which lead to still furthen 
deterioration of the countries’ external position. 
This explains why the net transactions or thes 
merchandise trade balance, which had con- 
sistently shown a surplus until 1970, should 
finally have turned negative and, like net 
expenditure on invisibles, become a factor im 
swelling the external deficit (see table 10). 

Experience seems to show that since the 
progress of manufacturing in Latin Americay 
has not been linked with an increase in exports} 
of manufactures, the latter have failed to gener- 
ate the extra resources which the new industrial, 
sectors have demanded for necessary imports.) 
At the beginning of the 1950s, manufacturesi 
accounted for around two-thirds of the region’s 
imports, while at the present time this pro- 
portion has risen to slightly more than three- 
quarters. The special characteristics of indus- 
trial development limited to the production of 
consumer goods for the domestic market have# 
meant new demands for capital goods andl 
chemical products which have led to a rapid} 
rise in imports, while exports, more than 90 peri 
cent of which are still composed of primary) 
commodities, have continued to grow only) 
slowly. The export of primary commodities inh 
order to buy manufactures, which should have: 
diminished in time, actually increased in the! 
Latin American context, and was aceravaal 
by the use of import-restricting mechanisms 
which originally affected consumption, but} 
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now prejudice the production capacity of the 
economy owing to the great importance 
assumed by purchases of machinery, equip- 
ment, chemical products and other intermediate 
goods from external sources. This structure of 
imports has narrowed the range of goods on 
which containment measures can operate with- 
out prejudicing any sector of production. The 
tendency to import has therefore increased, and 
with the stimulus of access to increased external 
financing imports expanded during the last five 
years at an annual rate of 9.9 per cent, while 
exports grew at a bare 5.5 per cent per year. It 
is this serious imbalance between the increase 1n 
imports and the increase in exports during the 
last few years which has reduced the merchan- 
dise trade surplus and finally produced a 
deficit. 

This means that the growing pressure of the 
net expenditure on invisibles, which was pre- 
viously somewhat alleviated by the generation 
of net exports, is now aggravated by the exis- 
tence of net imports of goods which combine 
with the expenditure on invisibles to increase 
the current external deficit (see table 10). At all 
events, the situation has greatly increased 
pressures in the external sector, and in order to 
reduce these it is necessary to build up a trade 
surplus again such as existed in 1963-1965 in 
the region as a whole or at other periods in the 
case of particular countries. The reduction in 
external pressures achieved in the periods 
mentioned by boosting exports and containing 
imports (with depressive repercussions on 
domestic economic activity) brought about no 
change in the nature of the region’s exports, 
however, and these basically continued to 
depend on the unreliable sale of primary 
commodities, thus being exposed to new 
imbalances. In addition, since the surplus on 
the merchandise account for Latin America 
as a whole was always less than the net expendi- 
ture on invisibles, the continued existence of a 
deficit and its increase in volume as the net 
merchandise trading position weakened pro- 
duced a greater dependence on external 
financing, which in turn led to increased 
payments of interest and profits and stepped up 
the net expenditure on invisibles. 

The rapid growth in payments of interest on 
loans and of profits on direct foreign investment 
resulted in the increase of their share in net 
expenditure on invisibles from 84 per cent to 
74 per cent between 1958-1962 and 1971 and in 
the increase in their percentage ratio to the 
total value of exports of goods from 15 to 20 
per cent over the same period. Net expenditure 
on invisibles, which is inflated as stated above 
by the increase in payments of interest and 
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profits, is also under pressure from the increases 
in net expenditure on freight, insurance, othe 
transport costs, and the cost of Government 
and miscellaneous services, and it is only slightlyj 
alleviated by the net income from travel (sea 
table 10). / ene 

The increase in net expenditure on invisibles 
and particularly the change in the net merchan 
dise position, have brought the deficit on the 
current account of the balance of payments 
during the last year up to around $4,190 million, 
i.e., twice that of 1969 (see table 11). 

The current deficit of around $4,190 milliom 
constitutes an increase of $1,430 million over 
the previous year, i.e., more than 50 per cent 
Four countries reduced the imbalance by 
$323 million, but fifteen countries increased it 
by $1,752 million. The first group included 
Venezuela, which had a surplus, and Mexico 
Honduras and Haiti, which reduced thein 
deficits. In the second group, Brazil stands out 
with a deficit of around $1,370 million, twice 
that of the year before and surpassing Mexico’s 
deficit in volume. Three more countries 
(Argentina, Peru and Chile) increased thein 
deficit to a relatively greater extent than ae 
but the sum of the differences in deficit for al 
three was almost equal to that of Brazil. In 
Ecuador the deficit also doubled, and the level 
it reached was similar to that of Colombia, 
where the deficit has been increasing slowly; 
the same slow increase on a smaller scale iss 
to be observed in the Dominican Republic andi 
Costa Rica. The considerable reduction in 
deficit achieved in 1970 in El Salvador andb 
Guatemala, and to some extent in Bolivia and 
Paraguay too, underwent a complete change tot 
an increase in deficit in 1971. In the fiftee 
countries where the deficit increased, the maini 
factor accounting for this was the growth of 
imports in comparison with exports, which 
either grew very little or declined. 

During the last four years, the current deficiti 
has steadily increased in Colombia, Ecuador, 
the Dominican Republic, Costa Rica andi 
Panama, while it has increased in a moreé 
erratic manner in Argentina, Brazil, Chile,; 
Mexico, El Salvador and Honduras. Ini 
Bolivia, Paraguay, Haiti, Guatemala andi 
Nicaragua, the current deficit fluctuates, but 
does not go beyond certain limits. The efforts 
which Peru has been making since 1968 tot 
improve its external situation underwent a# 
setback in 1971, as has been the case in 
Uruguay since 1970. : 

Net external financing and capital transactions.) 
The increased current deficit on the Latin 
American balance of payments in -1971 wass 
covered by non-compensatory external financ- 


Table 11. Latin America: balance-of-payments current account balances 
(Millions of dollars) 


Average Average Average 

soraniry 1958-1962 1963-1965 19661959 1968 ae ie eu 
Argentina — 262.8 161.7 51.0 = 17.0 — 220.0 — 136.0 — 448.0 
Bolivia . 953) E382 dg eG Ssh | he and 
Brazil — 383.6 31.3 — 316.0 — 543.0 — 353.0 — 634.0 —1,371.0 
Colombia =— 34.9 — 98.3 — 194.3 — 188.0 — 210.0 — 276.0 =7 0 
Chile =—161,3 — 127.0 — 98.8 — 145.0 — 10.0 — 89.5 ~ 230.5 
Ecuador = 13.7 — 21.3 — 58.5 —75.0 — 102.7 —117.1 ~221.6 
Mexico . — 240.5 — 354.7 — 590.5 — 744.0 —592.0  —1,035.0 ~ 887.0 
Paraguay — 10.6 — 10.6 =29.6 — 34.4 — 35.3 = KS) =254 
Peru — 34.3 —77.3 — 149.8 — 35.0 = .0 125.0 —91.0 
Uruguay —41.5 19.4 10.7 159) —7.1 —33.3 —47.1 
Venezuela 194.7 234.7 — 53.5 — 207.0 — 207.0 — 117.0 26.0 
Haiti —10.3 —11.6 —4.9 —1.6 —3,3 —4.0 —2.1 
Panama. : ; — 35.5 — 34.2 — 37.9 —31.5 —45.8 — 84.5 — 86.2 
Dominican Republic 6.7 — 43.0 —71.1 — 76.3 —76.7 —114.0 — 154.0 
Costa Rica —17.9 — 42.2 —51.5 — 47.7 — 56.3 —89.5 — 120.6 
El] Salvador —5.8 —19.1 — 28.1 —17.5 — 23.0 —0.8 —31.8 
Guatemala =32.1 = 32.8 — 35.4 —48.7 — 13.8 = O87 — 27.3 
Honduras —2.6 — 14.9 — 29.5 —27.9 — 34.4 —67.9 —37.9 
Nicaragua F —7.8 —15.4 —51.0 —42.9 — 39.9 —42.4 —49.7 
Latin America, excluding Cuba — 1,149.1 —493.5 —1,783.5 —2,312.5 —2,086.0  —2,759.0 —4,188.6 
Latin America, excluding Cuba 

and Venezuela . —1,343.8 —728.2 —1,730.0  —2,105.5 —1,879.0 —2,642.0 —4,214.6 


Source: IMF, Balance of Payments Yearbook, vols. 15, 17, 22 and 23. 


ing on such a scale as to leave a surplus which 
improved the situation of the monetary 
authorities. Although this solution, which has 
been repeated every year since 1963, led to an 
increase in international reserves and a reduc- 
tion in the liabilities of the Central Banks, it 
nevertheless meant greater indebtedness on the 
part of the non-monetary sectors and fresh 
liabilities which adversely affect the general 
external situation of the region and are a cause 
of frequent pressures in the individual countries 
(see table 12). 

It is estimated that in 1971 inflows of non- 
compensatory capital came to around $4,325 
million (without taking into account allocations 
of Special Drawing Rights), compared with a 
current deficit of around $4,190 million, while 
in 1970 the inflow was around $3,860 million 
and the current deficit was $2,760 million. The 
difference between the two values is the surplus 
which contributes to improving the net situation 
of the monetary authorities: in 1970 it stood at 
$1,100 million, but in 1971 it dropped to $136 
million because of the increase in the current 
deficit. With the increased use of external 
financing from 1966 onwards, the flow of non- 
compensatory capital became such that as from 
1969 its value has exceeded the net total of the 
payments made by Latin America in respect of 


interest and profits on foreign capital (see tables 
10 and 12). 

The breakdown of the total capital inflow by 
countries was uneven and in many cases shows 
that domestic policies, or the handling of 
exchange rates and mechanisms, have been 
more influential than the general situation of the 
economy or the exploitation of resources. An 
analysis of this, however, must distinguish 
between the countries which have agreed to 
abide by article VIII of the IMF Articles of 
Agreement and those which have not. The 
first group includes Mexico, Central America, 
Panama, Haiti, the Dominican Republic and 
Ecuador, which maintain fixed parities, and 
which do not restrict payments or transfers for 
current international transactions, while the 
second group includes Argentina, Bolivia, 
Brazil, Chile, Columbia, Paraguay, Peru, 
Uruguay and Venezuela, which have currencies 
of fluctuating value as the result of their 
exchange practices and which apply selective 
treatment to payments and international trans- 
fers. In this second group of countries, special 
facilities have been provided for the entry of 
capital, which is recorded in the central banks, 
with guarantees regarding the payment of 
interest and dividends or the repayment of the 
capital at specified rates of exchange. Within 
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this group of countries (although confined to 
the countries of the Andean Group) a scheme 
has been agreed for the common treatment of 
foreign investment. This scheme, which came 
into force in July 1971, establishes mechanisms 
and procedures to enable foreign enterprises to 
be converted into national or mixed companies 
in a gradual and progressive manner and in line 
with specific provisions. In addition, some 
countries’ legislation limits foreign ownership 
to certain areas of domestic production and 
does not permit it in basic sectors of the 
economy. In Peru, when the nationalization of 
some foreign enterprises began, the legality of 
some investments was called into question and 
it was held that no compensation was payable 
in respect of the property in question. In Chile, 
a constitutional reform allowed the big copper 
mining enterprises to be nationalized without 
any liability other than the compensation fixed 
in each case. The same reform also authorized 
the fixing of a maximum rate of profits, with 
deduction from the amount of compensation of 
all profits obtained over and above this rate. 
Thus the legal measures in force with regard to 
the treatment of foreign capital, the arrange- 
ments for compensation in the event of 
nationalization, the question of whether selec- 
tive regulations are applied or not in respect of 
current international payments and transfers, 


and the rate of profits or interest allowed on 
investment appear to be factors which affect 
the flow of capital and explain the disparities 
in it between individual countries. 

Argentina and Chile experienced a net out- 
flow of capital in 1971 which caused a con- 
siderable deterioration in the position of the 
monetary authorities, while the smallness of the 
inflow of capital into Peru and Uruguay trans- 
ferred the financing of a large part of the current 
deficit to the monetary authorities (see table 12). 
The absence of adequate non-compensatory 
financing in these countries, with its detri- 
mental effect on their net international reserves, 
was caused in Chile and Peru by the policy of 
nationalizing foreign enterprises, while in 
Argentina and Uruguay it was due to the con- 
tradictions between the sharp increase in infla- 
tion and the rigid exchange mechanisms. Hence 
the efforts made by Argentina, Uruguay, Peru 
and Chile in past years to improve their net 
external situation came to nothing because they 
had no timely financing to depend upon, and 
this resulted in pressures which could only be 
relieved by the renegotiation of the external 
debt and the commitments that went with it. 

In contrast to the situation in Argentina, 
Chile, Peru and Uruguay, the inflow of non- 
compensatory capital in 1971 was once again 
concentrated on Brazil (nearly $2,000 million) 


| 
| 


Table 13. Total inter-Latim 
(C.if. values of imports 


Origin 
Dperiing Argentina Bolivia Brazil Colombia Chile Ecuador Mexico Paraguay Peru Uruguay 
country . 
Argentina — 11.3 185.9 12 2 75.4 4.4 14.0 19.9 14.1 6.7 
Bolivia* 16.3 a 3.0 0.5 1.9 0.1 0.9 — 2.1 0.2 
Brazil 170.7 0.2 aaa 2.4 ASeT IMS 72 1.4 10.2 11.5 
Colombia. 14.5 — 4.4 — 10.4 10.0 16.6 0.3 9.8 3.2 
Chile : . 93.4 12 24.8 16.3 —— 9.0 18.7 ei Zell 4.6 
Ecuador* d 5 rs el Re — 0.5 Wiel) 4.0 a 1.6 0.7 2.9 0.1 
Mexico 14.3 0.7 15.8 0.9 10.8 0.5 a 0.9 1355 2s 
Paraguay . 12.9 — 22) 0.1 0.3 0.1 0.2 — 0.1 1.6 
Peru 40.0 0.7 Sel 26.7 U1.1 5.8 12.3 0.4 — Qui 
Uruguay . 28.5 — 35.1 0.1 2.8 — PAS 3.7 1.0 — 
Venezuela 14.5 — 9.6 6.5 7.8 0.1 29.4 — 6.5 0.2 
Costa Rica 0.5 = 0.6 29 = 0.1 6.6 = 0.2 = 
El Salvador 0.2 = 0.1 0.7 = 0.1 3.3 e 0.1 ~ 
Guatemala Pe ily — 0.4 1.6 0.1 0.1 8.8 — 0.1 -- 
i es ‘ ap OU — 0.3 1.0 — — 2.9 — 0.1 — 

icaragua : : — — 0.7 1 — — 
re - 6 0.4 2.6 0.1 0.1 
Haiti aA oe ee ae ae 
Panama ee et ee 0.2 3.9 4 8 5s 5 
Dominican Republic*. 0.1 — 0.1 0.3 i 2 os eee eS a 
Total Latin America 409.2 14.1] 288.8 95.4 160.7 32.6 141.6 29.0 68.4 32.8 


Source: official external trade statistics. 
* Estimates on the basis of incomplete data. 
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ind Mexico (over $1,000 million), permitting 
hese countries not only to finance their current 
xternal debt, but also to strengthen their net 
nternational reserves by a considerable amount. 
[he two sums mentioned accounted for nearly 
10 per cent of the total net inflow of capital, 
put while the current deficit for Brazil shows 
1 rising trend, Mexico is going through a phase 
of containment, with a drop in the current 
deficit which has made possible the largest 
palance-of-payments surplus recorded for the 
sountry to date. Another feature which stands 
out in the case of both countries is that the fact 
that the level of inflow of non-compensatory 
capital was higher than the total payments of 
interests and profits on foreign capital helped 
to raise their importing capacity. In Venezuela 
the flow of capital ($440 million), though 
greater than in 1970, did not increase the 
country’s importing capacity, but since the 
merchandise trade surplus more than covered 
the payments of interest and profits on foreign 
capital, the flow of capital ensured a consider- 
able surplus in the balance of payments. In 
Ecuador, the Dominican Republic and Costa 
Rica, the extraordinary flow of capital observed 
in previous years continued in 1971, increasing 
the importing capacity and, in the case of the 
latter two countries, helping to improve the 
situation of the monetary authorities also. 


ican trade, 1970 


Flows of capital to Guatemala and El Salvador 
grew stronger after the decline observed in 1970 
and compensated for payments of interest and 
profits. In Nicaragua, Paraguay and Haiti the 
flow of capital increased slightly and left a 
surplus for strengthening the net international 
reserves. Finally, in Colombia, Bolivia and 
Honduras the flow of capital was not sufficient 
to finance the current deficit. In many of these 
countries, the need for more extensive external 
financing in 1971 was due to the sluggishness or 
decline of their export earnings. 


4. TRADE WITHIN LATIN AMERICA 


According to preliminary data, trade within 
the region expanded by 6.4 per cent in 1971 
compared with the increase of 6.8 per cent 
recorded in 1970. The share of such trade in 
Latin America’s total exports, however, reached 
its highest point yet (13.6 per cent), owing to the 
slow rate of growth (2.6 per cent) of the region’s 
total exports in 197]. 

There was no great change compared with 
1970 in the share of the different countries in 
intra-regional trade, although the shares of 
Argentina, Brazil, Guatemala, and especially 
Honduras dropped and that of Mexico rose 
(from 5.9 to 6.7 per cent). The shares of the 
other countries remained substantially un- 
changed (see tables 13 and 14). 


lions of dollars) 

1 doe la Hond Ni Cuba Haiti Panama Dominican ae 
zuela Rica El Salvador Guatemala Honduras Nicaragua Republic Va 
).5 = — _ — — = a3 28 376.7 
A = — = = 0.8 2s ro an 27.0 

es a 
0 0.2 oes sale tis 0.2 a 12.0 sve) 
).5 42 =e st 0.1 0.1 sf 3.9 0.1 82.9 
17 - — = - ss a 3.3 2 Sint A918 
5 —— = ag > - — fe = 34.8 

‘ 1.0 oa 1.4 = 11.8 as 78.5 
“i i s pas ~ sek a 0.1 = ita beak 
1.8 = = £ = 0.1 = 0.4 & 109.5 
9 == == — za! = 0.1 0.1 1 75.8 
Oe 0.1 0.2 0.1 = 0.1 a 0.2 ee 
7 = 20.1 21.5 7.1 20.0 ae, 2.7 a 
3.2 112 ee 40.6 oe 8.8 = 2 x i! 
1.1 11.2 39.5 a Hl 7.2 ae ae 
).6 12.4 st 28.5 = 14.0 — . = A 
3.1 14.0 15.4 15.7 4.9 = = | 
rid ‘ ix A ie - a “ ay 
1.1 6.2 0.7 1.8 0.7 1.1 = , he fe ; 
3.5 aa 0.1 0.2 3.5 0.5 ia é 
3 55.6 76.1 109.4 23.4 54.3 0.1 48.8 Pins LOI 


Table 14. Total inter-Ls, 
(C.i.f. values of impa) 


Total Latin America 371.2 25.9 SUS) 106.2 


149.5 42.5 171.9 29.5 83.3 61.8 


i 
: ies Argentina Bolivia Brazil Colombia Chile Ecuador Mexico Paraguay Peru Urugu | 
Importing | 
country i 
Argentina : ._ o— 15.4 197.0 8.0 69.3 52 18.2 211) 222 oa 
Bolivia. : =. ALTAG — 322 0.5 DAI 0.1 1.0 = 23 2 
Brazil ; : , eis) 0.1 — 5.8 30.5 ei 30.2 fil 13:9 31.8 
Colombia. 4 on M41 — 6.6 —— 11.6 14.4 13.8 0.3 10.3 5.0 
Chile f , . 108.3 1.8 29.7 19.8 a 12.0 28.5 27 6.3 12.2 
Ecuador . : . 0.8 — 1.4 DA 5.4 — 2.5 1.0 3.4 0.1 
Mexico . : be ll 1.4 ie, 1.6 13.0 0.5 — ile! 15.8 2.6 
Paraguay . ; 5 alll! a 5.6 — 0.3 0.1 0.5 — 0.2 13 
Peru : ; 5 22D 5.1 79 29.3 10.2 7.4 14.4 0.2 — 2.4 
Uruguay . é ne 2558 0.3 33.6 0.3 2.8 — 1.8 2.0 0.6 — 
Venezuela F . 19.9 0.1 182 6.6 4.0 0.1 Bile — 6.6 0.3 
Costa Rica $ 5 WHS — 0.4 32 — 0.1 S)sf/ — 0.3 — 
El Salvador ; semr0r2 — 0.2 0.8 — 0.2 4.4 — 0.5 = 
Guatemala ‘ 2» Ox. “— 0.2 iS — 0.1 8.0 — 0.2 — 
Honduras ‘ Sti) x os 0.2 en i — 2.8 — 0.1 — 
Nicaragua : ees — 0.1 0.9 — 0.1 4.0 — 0.1 — 
Cuba ; ae So aaa 
Haiti : : sey ie = ee ae aps a Aes ae a 
Panama . : ll all — lp 4.1 0.3 0.5 Bal — 0.5 0.1 
Dominican Republic. 0.1 — 0.3 — — 1.8 = 2= — 


Source: official external trade statistics. 
@ Estimates on the basis of incomplete data. 


The net trade balances recorded by each 
country in its trade with the rest of the region 
(see table 15) show that the traditional position 
of certain countries has changed. Argentina’s 
trade balance, which had been positive since 
1968, showed a deficit in 1971 and was some 
$55 million down in absolute terms over 1970, 
mainly owing to a drop in exports and an 
increase in imports from Brazil. Chile’s trade 
deficit, which had fallen to $31 million in 1970, 
rose to close on $90 million in 1971, whereas 
Brazil, which traditionally showed a deficit, in 
1971 showed a surplus. Colombia’s trade 
balance, which showed a deficit up to 1969, 
turned in surpluses in 1970 and 1971, owing to 
increased exports to the Andean Group, 
especially Peru, which in 1970 and 1971 received 
more than 25 per cent of Colombia’s exports to 
Latin America. : 

The largest intra-regional trade surpluses in 
1971 were recorded by Venezuela ($181 
million), as a result of its oil exports, and 
Mexico ($76 million), which has maintained a 
healthy surplus on its trade with the LAFTA 
countries and on its exports to the Central 
American Common Market. In general, the 
Central American countries and Panama run a 
deficit on their trade with the rest of the region, 
largely as a result of their oil imports from 
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Venezuela. Only Guatemala shows a surplus, 
owing to the volume of its exports to El 
Salvador. Other countries habitually showing 
deficits are Bolivia, the Dominican Republic, 
Peru, and Uruguay. Paraguay normally has a 
favourable trade balance, thanks to the rela- 
tively high volume of its exports to Argentina, 
supplemented by its exports to Uruguay, Chile 
and Brazil. 

The coefficient of total positive or negative 
trade balances in relation to the total volume 
of intra-regional trade fell from 0.17 in 1970 to 
0.15 in 1971, even though the 1970 figure had 
been the lowest in ten years. This decline in the 
coefficient indicates that balances have become 
smaller in relation to the volume of trade. In 
other words, one-way trade is on the decrease: 
the traditional exporters are importing more 
from the region and vice versa, which obviously 
brings greater participation and diversification 
of intra-regional trade. Looking at the different 
groupings, trade among the LAFTA members 
rose by 6.7 per cent in 1971, slightly raising | 
LAFTA’s share of the regional total. Within | 
LAFTA, the members of the Andean Group 
increased trade amongst themselves by close to 
20 per cent. In contrast, trade within the Central 
American Common Market declined both in 
absolute terms and as a percentage of trade 


rican trade, 1971? 
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Table 15. Latin America: net inter-Latin American trade balances 
(Values in millions of dollars) 


Country 1960 1968 1969 1970 1971” 

Argentina ‘ , ‘ —21.0 +97.0 +31.9 + 32.5 —22.8 

Bolivia. : : ; —2.6 — 13.6 —12.1 —12.9 —3.1 

Brazil . : : . —131.4 —90.7 — 35.4 — 33.4 +6.0 

Colombia : : : — 13.0 — 16.4 —22.5 +12.5 + 12.3 

| Costa Rica P : : —4.8 — 23.6 —25.2 — 34.4 —42.7 
Chile : : : 3 —44.6 —77.7 — 86.4 —31.1 —90.0 

| Ecuador . ; : : +8.5 +0.3 0.0 —2.2 +0.8 
El Salvador. ; : —5.0 —2.0 —2.8 +4.0 —0.9 

Guatemala : : : —2.9 + 28.8 + 24.8 + 31.0 + 18.7 

Haiti : . , : a= +0.4 -— a — 

- Honduras ; : : +2.2 —15.3 —27.2 — 47.3 —22.9 

| Mexico . : : ‘ +6.4 + 59.6 + 88.1 + 63.1 + 76.2 
| Nicaragua) ©... =.) =<2.6 — 35.3 24.3 43,8 = 05/3 
| Panama . ; : .  +26.1 =i —40.2 371 ADS 
Paraguay ‘ : : +3.4 +2.6 +5.7 +11.3 +8.5 

Peru 4 ; ; : + 14.3 —55.2 — 43.6 —41.1 — 27.6 

Dominican Republic. : —0.1 —10.2 — 10.0 — 14.2 —15.1 

Uruguay . ; , ‘ — 63.0 —27.1 —31.7 — 42.9 —12.1 

Venezuela ‘ : . +230.1 + 187.2 + 210.9 + 156.6 + 180.5 


Total negative or positive 
trade balances* . : 291.0 Sw 361.4 311.0 303.0 
en a SS 


Source: Tables 13 and 14. 

* The negative and positive balances naturally add up to the same figure. 
® Provisional figures. 

» Estimates. 
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within the region as a whole (see table 16). 

At the eleventh session of the LAFTA 
Conference in 1971 a total of 137 concessions 
were negotiated, 52 of these on the National 
Schedules and 85 on the special lists of advan- 
tages granted not only to the relatively less 
developed member countries (Bolivia, Ecuador 
and Paraguay) but also to Uruguay, which is 
eligible for special treatment owing to circum- 
stances that are considered to be of a temporary 
nature. There were also two sessions in 1971 
of the group of Government experts set up to 
prepare a draft programme for the phased 
elimination of non-tariff barriers affecting the 
products included in the LAFTA liberalization 
programme. Progress was made in defining non- 
tariff barriers at these sessions. 


| 
| 


: 


With respect to sectoral meetings, a total 
of 22 meetings were held with the participations 
of industrial entrepreneurs. The most significant 
result of the meetings was the preparation off 
seven draft complementarity agreements, whic 
are one of the main growth-promoting agents 
for intra-area trade (see table 17). ; 

Trade among the 12 countries and territories 
forming the CARIFTA group virtually doubledj 
between 1965 and 1970. Intra-area trade 
accounts for only about 5.5 per cent of tota 
trade by these countries, however. The mainjj 
bulk of such trade is accounted for by thei 
larger countries, which absorb about 70 per} 
cent of the imports and generate 95 per cent off 
the exports (see table 18). 


| 
i 
} 
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Table 16. Trade between member countries of LAFTA, CACM and the Andean group 


1968 1969 1970° 197]° 
Trade 
between Percentage Percentage Percentage Percentage 
member Millions of inter- Millions of inter- Millions of inter- Millions of inter- 
countries of dollars Latin of dollars Latin of dollars Latin of dollars Latin 
of c.f. American CAS American Cis: American CH: American 
total total total total 
LAFTA . 1,083.1 TiN? 1,301.4 74.2 1,350.9 72.1 1,441.6 1238 
CACM 251.0 16.5 249.0 14.2 299 16.0 275.6 13.8 
Andean group . 71.4 4.7 90.8 SW ES fos fies, ~ 164.1 8.2 
Inter-Latin Am- 
erican total’ . 1,520.9 100.0 LIBYA 100.0 1,874.1 100.0 1,994.3 100.0 
Source: tables 13 and 14. to the countries which are b f th bregional id 
* Provisional figures. mentioned) Haiti, Panama and the “‘Dominieag Repablic’ No datal 


> Estimates. 
°Trade between the countries of the Andean group is also in- 
cluded in LAFTA. The intraregional total also includes (in addition 
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were available for Cuba, and the data for CARIFTA were not taken 
into consideration. 
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Table 18. CARIFTA intra-regional trade 
(Millions of East Caribbean dollars)* 


Intra-CARIFTA imports (c.i.f.) Intra-CARIFTA exports (f.0.b.) 
Country 
1965 1967 1968 1969 1970 1965 1967 1968 1969 1970 

Barbados J : F 11.8 1B) 16.8 21.1 26.4 9.5 10.3 LS], 14.2 16.7 q 
Guyana. . ; : PANT 25.6 29.4 32.5 37.8 19.2 2 25.4 25.9 27.7 
Jamaica. : ste O82 | 7.4 Lie 17.6 5.4 8.2 11.4 18.3 20.6 — 
Trinidad and Tobago : 5) 16.4 16.0 252 26.0 42.4 43.1 58.8 78.1 93.3 
West Indies Associated at 

States and British Hon- 

duras (Belize) 2 : 233 26.8 31.9 36.5 40.0° 6.8 6.8 6.7 6.7 

Total : r : 80.5° 89.6 101.5 125.0 147.8” 83.3 90.5 114.0 143.1 (166. 7) | 

Source: Annual Overseas Trade Reports. > Estimates. | 

® Before the devaluation of the United States dollar in December © The data for Montserrat are for 1964, as 1965 and 1966 data 
1971, two East Caribbean dollars were equal to one United States are not available. a | 


dollar. 
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i. THE ECONOMIC SITUATION IN THE INDIVIDUAL 
COUNTRIES* 


ARGENTINA 
1. Recent economic trends 


Some of the salient features of Argentina’s 
sconomy in 1971 were a growth rate of about 
3.8 per cent for the over-all product, an increase 
of approximately 40 per cent in prices and a cer- 
ain discontinuity in the conduct of short-term 
economic policy. 

The factors which stimulated the growth of 
the product were, above all, the expansionist 
policy of the public sector and an increase in 
3ome types of consumption expenditure; on the 
other hand, exports decreased in volume and 
private investment grew at a relatively slow rate 
owing to the decline in construction. The total 
supply of goods and services rose by 4.3 per cent 
as a result of the growth of the total product and 
the sustained increase (9.9 per cent) in the 
volume of imports, which reached the highest 
figure for the past decade. 

In the production sectors, the agricultural 
product declined by 2.6 per cent, with reduc- 
tions in value added in crop farming (—2.4 per 
sent) and livestock raising (—5.4 per cent). The 
mining and quarrying product rose by 7.4 per 
nt and the manufacturing product by 6.3 per 
ent (with significant increases in motor 
ehicles, textiles and agricultural and electrical 

achinery). Construction continued to stagnate 
the decline in the private sector being offset by 
he expansion of public construction), while the 
roduct from services grew by a little over 4 per 
ent. The monetary position shows a slight re- 
uction in real liquidity between the end of 1970 
nd. the end of 1971, while the Treasury deficit 
ose from 593 million pesos in 1970 to 2,601 
illion in 1971." 

In the external sector, exports of goods 
mounted to $1,710 million at current prices, 
hich represents a 3.6 per cent drop compared 
ith the previous year, while the FOB value of 


* This publication was translated from original Spanish ; 
e listing of countries follows the Spanish alphabetical 
rder. 
1 The values given in the text and the tables are expressed 
Act 18188 pesos ($). They are converted to pesos 
moneda nacional” ($m/n) at the rate of 100 $m/n to the 
ct 18188 peso ($). 


imports was $1,644 million (12.1 per cent 
more than in 1970). The trade balance showed a 
deficit of $254 million, net factor payments 
amounted to $193 million and the net outflow 
of non-compensatory capital was $162 million. 
As a result, the balance-of-payments deficit 
amounted to some $563 million, which was 
financed with $183 million of compensa- 
tory capital and $380 million from reserves. 
The cost-of-living index rose by 39.1 per cent 
between December 1970 and December 1971, 
and the basic wage for industrial workers went 


Figure II. Argentina, 1965-1971 
Natural scale 
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up by 44.4 per cent over the same period. Tak- 
ing the annual average rates, the real basic wage 
of the industrial worker rose by 1.4 per cent, but 
that of workers with families declined by 3.8 
per cent. Unemployment increased, the rate for 
Greater Buenos Aires rising from 4.7 to 6.3 per 
cent between July 1970 and July 1971. 


2. Total supply and demand 


Total demand for goods and services in- 
creased by 4.3 per cent owing, in particular, to 
to the 18.4 per cent expansion in gross domestic 
investment (see table 1). There was a significant 
increase in stocks, since gross fixed investment 
rose by 9.8 per cent. This may be ascribed to the 
attitude of enterprises which, in the face of the 
prevailing inflation, considered that their most 
remunerative line of action was to build up 
stocks, especially as the low cost and easy acces- 
sibility of financing made this course both 
feasible and advantageous. Gross fixed invest- 
ment in construction rose by scarcely 1.9 per 
cent, the 4.8 per cent reduction in private 
building being made up for by a 12.5 per cent 
rise in the public sector. In contrast, there was 
an appreciable increase (15.7 per cent) in invest- 
ment in durable equipment, especially in im- 
ports of machinery and equipment (particularly 
transport equipment). The reasons why im- 
ported equipment was preferred over national 
products were, inter alia, that imports enjoyed 
a relative price advantage for several months, 


Table 1. Argentina: total supply and demand 


Millions of pesos ($m/n) 
at 1960 prices 


import restrictions were anticipated, and the 
sectors which expanded most were those wit 
the largest imported component.” | 

The volume of exports declined by 8.2 per | 
cent, mainly because the smaller exportable | 
surpluses of meat, wheat and oils were only 
partially offset by bigger sales of maize and 
sorghum. 

Consumption grew by 2.3 per cent, which 
reflects a slowing up of the rates recorded the | 
previous year in both the public and the private | 
sector. Moreover, the structure of consumption | 
changed, since consumption of durable and | 
semi-durable consumer goods rose appreciably, | 
while consumption of non-durables, particu- | 
larly food and beverages, increased at a some- | 
what slower pace, the main factors in this | 
slowing-down, in the case of food, being the 
smaller supply and high price of beef. 

The growth of 4.3 per cent in total supply was 
due to increases of 3.8 per cent in the gross 
domestic product and 9.9 per cent in imports. 


3. The major sectors of activity 


An analysis of the various sectors reveals an 
increase in industrial activity and services, a 
drop in agriculture and a state of stagnation in 
the construction sectors (see table 2). 


? Ministry of Finance, Economic Analysis Section, | 
“Anticipo del informe econdémico de 1971” (mimeographed), 


p. 8 


Percentage share Annual growth rates 


1965— 


1965* 1970 1971° 1965 1970 1971° 1970 1970 1971° 
Total supply . : 5) 13,633 R16, 57 9 wel 29s 109.3 109.6 110.2 4.0 Ia, 4.3 
Gross domestic product. 12,469 15,127 15,702 100.0 100.0 100.0 4.0 4.1 3.8 
Imports*® 1,164 1,452 1,596 9.3 9.6 10.2 4.5 1.4 9.9 
Total demand 13,633 16,579) 17 }298 109.3 109.6 110.2 4.0 fey, 4.3 
Exports° : ; 1,342 1,707 1,567 10.8 11.3 10.0 4.9 7.8 —8.2 
Gross domestic invest- 
ment . oes 2,432 3,235 3,830 19.5 21.4 24.4 5.8 5.8 18.4 
Gross fixed invest- 
ment wor 2,168 3,208 3,522 17.4 21.2 22.4 8.2 5.0 9.8 
Construction 854 1,387 1,414 6.8 9.2 9.0 10.2 10.4 1.9 
Public 286 540 608 23 3.6 39 13.6 15.4 12.5 
Private 568 847 806 4.6 5.6 5.1 8.3 1) —4.8 
Machinery and 
equipment 1,314 1,821 2,108 10.5 12.0 13.4 6.8 LS ey 7/ 
Total consumption 9,859 11,637 11,901 79.1 76.9 75.8 3.4 2.6 23 
General government 911 1,010 1,010 is 6.7 6.4 2A 2.0 Si 
Private 8,948 10,627 10,891 71.8 70.2 69.4 Sue) Del 25) 


Sources: for 1965-1970, Central Bank of Argentina; for 1971, 


ECLA estimates based on data from Ministry of Finance, Anticipo 
del informe econémico de 1971. 
“Converted to Act 18 188 pesos to make the figures comparable 
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with those for 1970 and 1971. 
® Provisional figures. 
* Goods and services, excluding factor payments. 


Table 2. Argentina: gross domestic product, by sectors of economic activity 
(At factor cost) 


Millions of pesos ($m|n) 
at 1960 prices 


Percentage share Annual growth rates 


‘a b a 
1965* 1970 «1971 1965 1970 197% | oe 1970 1971° 

Agriculture . 1,835 1,872 1,823 16.0 13.5 12.6 
Mining 159 244 262 1.4 18 1.8 zp e a 
Manufacturing 3,879 4,951 5,260 $5.5°) 35 Gre" 46 4 5.0 5.1 6.2 
Construction p Paka 616 617 3.1 4.4 4.3 11.7 13.9 0.2 
Subtotal, goods. =. 6,227~—7,683 7,962 SLAM CET 2E SUIS, 4.3 5.0 3.6 
dlectricity, gas and water 211 315 345 1.8 23 2.4 8.2 8.6 9.5 
[Transport and communi- , 

cations 885 1,039 ~—«1,071 17 1.5 7.4 33 4.4 3.1 
Subtotal, basic services . 1,096 1354 1416 9.5 9.8 9.8 4.3 5.4 4.6 
Wholesale and retail com- ; ; 

merce, restaurants and 

hotels Yor 2068") 2a7e "9.594 18.1 17.8 
Financial establishments, ae a a Bi 

insurance and fixed as- 

ee aaa 498 516 36 3,6 3.6 39 3.5 3.6 
Community, personal and 

social services 1,650 1,897 1,957 14.4 13.6 13.5 2.8 2.8 3.2 
Subtotal, other services 4,133 4,873 5,067 36.1 35.0 BS 303, 2.5; 4.0 
Total . 11456 13,910 14445 1000 100.0 100.0 4.0 4.1 3.8 


_SOURCES: for 1965—1970, Central Bank of Argentina; for 1971, 
CLA estimates based on data from Ministry of Finance, Anticipo 
lel informe economico de 1971. 


a) Agriculture 

Agricultural activity declined by 2.6 per cent 
-ompared with the previous year owing to a 
severe reduction in cattle slaughtering, the 
nediocre results of the grain harvest and a 
Jecrease in the yield of some industrial crops, 
sspecially cotton. Specifically, there were re- 
luctions in the value added in both crop farm- 
ng (—2.4 per cent) and livestock production 
'—5.4 per cent), while increases were recorded 
n agricultural construction (28.7 per cent) and 
orestry and logging (12 per cent). The figures 
‘or hunting and fishing remained unchanged. 

The maize crop amounted to 9,930,000 tons 
6.1 per cent more than in 1970) but cereals 
yroduction as a whole showed a decrease, due 
mainly to the 39.5 per cent contraction in the 
vheat harvest. The situation also deteriorated 
n barley, rye, oats, rice and alpist, with sizeable 
lecreases in the areas sown and even bigger 
irops in production (see table 3). The progress 
n the production of sorghum continued, how- 
ver, the volume harvested being greater than 
he wheat crop and second only to the yield of 
naize. The increase in the production of maize, 
orghum, groundnuts and soya, and the larger 
rea sown with these grains and with sun- 
lowers reflects the price policy adopted and 
vorld market trends. 


* Converted to Act 18 188 pesos. 
> Provisional figures. 


In the cattle sector, the level of activity 
dropped by 11.9 per cent owing to the reduction 
in slaughtering (the number of animals sent for 
slaughtering through the Liniers market was 
33.5 per cent less than in 1970). The consider- 
able reduction of breeding stock—especially 
cows in calf and young animals to replenish 
stocks—by producers is also worthy to note in 
this respect. A policy designed to restrict 
domestic consumption and, in certain periods, 
to control market prices was applied. Thus, 
since the first quarter of the year, without any 
major variations, slaughtering for domestic 
consumption and the sale of fresh meat in 
public places was prohibited on alternate weeks 
throughout Argentina. This prohibition was 
accompanied by tax incentives (especially 
exemption from the tax on profits) to promote 
better finishing of the animals. The main 
results of the existing situation and the policy 
pursued were: (a) a severe drop in domestic 
consumption; (b) an improvement in the quality 
of the supply of livestock from the point of 
view of finishing; (c) a sharp contraction in the 
volume of exports, which was partly offset by 
big increases 1n their unit value; (d) a sustained 
increase in the price of meat both in the retail 
trade and in the form of live animals, which 
doubled in the course of the year; (e) a pro- 
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Table 3. Argentina: trends in crops, 1970/71 
ee SS eel 


Area sown Production 
Crer Percentage Percentage 
Thousands of variation Thousands of variation 
hectares with respect to tons with respect to 
previous crop year previous crop year 

4,201.2 — 32.7 4,250.0 —39.5 
ae 4,993.0 7.0 9,930.0 6.1 
Linseed 973.3 eh 680.0 6.3 
Oats 1,025.7 —9.1 360.0 —15.3 
Barley . 813.0 — 14.0 367.0 — 35.6 
Rye 1,976.9 — 20.6 120.5 — 68.0 
Ricco 81.2 —25.7 288.0 —29.2 
Alpist . ISS — 39.7 51.1 — 52.2 
Millet . 231.0 —4.8 183.0 46.2 
Sorghum 3, 12166 21.6 4,660.0 22.0 
Sunflower seed 1,614.2 9.6 830.0 —27.2 
Groundnuts . 314.0 46.0 387.6 65.3 
Soya Sie) PEI) 59.0 120.1 
Cotton 387.5 —16.4 290.0 — 36.7 


Source: Ministry of Agriculture. 


nounced redistribution of income in favour of 
cattle owners; (f) an increase in the cattle stock, 
which in June 1971 was estimated to be 2.8 per 
cent more than in June 1970. 

In the rest of the livestock sector, supply was 
adjusted to the demand for products to take the 
place of beef. Milk production rose by 11.6 per 
cent, eggs and poultry by 8 per cent, mutton by 
1.1 per cent and pork by a noteworthy 40 per 
cent. 


(b) Manufacturing, mining and construction 


The trends in these activities were closely 
linked with total demand. Thus, the market for 
textiles and motor vehicles grew substantially, 
the market for durable goods remained static 
and the market for new housing declined, while 
the demand for food and general inputs for 
industrial processes followed the changes in 
personal income and the manufacturing pro- 
duct, respectively. These trends are accounted 
for partly by the different patterns of demand 
from population groups with different income 
levels and unequal borrowing capacity, and 
partly by the trends in prices. 

Manufacturing grew by 6.2 per cent. This re- 
flects the high level of production of motor 
vehicles, tractors and other agricultural 
machinery, textiles, and electrical machinery 
and equipment. The only areas where produc- 
tion declined were those of forest products— 
which is closely associated with construction— 
and “other manufacturing industries” (see 
table 4). The two main features of the evolution 
of the manufacturing sector in 1971 are that the 
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Table 4. Argentina: gross domestic product of manufacturing 
activities 
(Percentage variations) 


1970 1971 
Manufacturing : : al 6.2 
Food, beverages and tobacco —0.2 4.0 
Textiles, made-up textile goods 
and leather . é 3 1.9 6.9 
Manufacture of wood products . 0.6 —4.0 
Paper and paper products, print- 
ing and publishing. : 8.5 4.7 
Chemicals, products of petroleum 
and coal, rubber products and 
plastics : : : 13.2 7.8 
Non-metallic mineral products, 
except products of petroleum 
and coal : 4.1 7.6 
Basic metal industries 14.4 10.1 
Metal products, machinery and 
equipment F ‘ : 4.5 9.6 
Other manufacturing industries . —7.6 — 23.0 


Source: Central Bank of Argentina. 


motor-vehicle industry produced 226,000 units 
(6,000 more than the year before) and that the 
public sector made heavy purchases of electrical 
machinery and equipment. This increased 
activity acted as an incentive to greater invest- 
ment, particularly in the production of inter- 
mediate goods, such as steel, paper, chemicals 
and reconstituted wood, and the re-equipping 
of the textile and motor-vehicle industries. 
Increased investment in agricultural machinery 
was one of the main direct results of the heavy 


ansfer of income in favour of agricultural 
roducers. 

The mining and quarrying product increased 
y (fe per cent. In particular, mineral and coal 
uning grew by 4.5 per cent, the rate of growth 
1 the second half of the year being kept down 
y geological difficulties in the coal mines. 
rude oil and natural gas output went up by 
.8 per cent and metal-bearing ore extraction 
y 10.1 per cent. Other mining products showed 
n increase of 4.9 per cent, which was less than 
ne previous year owing to the slowing up of 
Ctivities in the construction sector. 

The product of the construction sector re- 
lained virtually unchanged, due to the decline 
1 the private sector (—4.8 per cent) which was 
arely made up for by the increase in the public 
ector (12.6 per cent). The contraction in private 
uilding was due to financing difficulties, higher 
osts, the large number of housing units which 
emained unsold, and the smaller amount of 
unds received by banks for use in real estate 
yperations (owing to competition from other 
yperations which are adjustable in accordance 
vith the rise in prices). This drop, which mainly 
ffected Greater Buenos Aires, largely accounts 
or the rise in unemployment. 


>) Services 

The growth in the product of the services 
ector was 4.1 per cent. The biggest expansion 
vas in electricity, gas and water (9.5 per cent), 
nainly as a result of the 10.5 per cent increase 
n the production of electricity. Commerce grew 
yy 4.7 per cent, transport and storage by 2.9 per 
ent and communications by 5.3 per cent. 


4. Money and finance 
The primary liquidity of private persons in- 
reased by 33.7 per cent, which actually repre- 
ents a reduction in real liquidity between 
December 1970 and December 1971, in view 
f the rise in prices. If deposits of lower 
quidity are also considered, the nominal in- 
rease was 38.2 per cent, or practically the same 
s the figure for 1970. This was mainly the result 
f two factors which compensated each other: 
rst, the heavy absorption of money owing to 
e deterioration in Argentina’s net inter- 
ational assets, and secondly, the substantial 
crease in credit to the public and private 
ctors (which was possible thanks to the signifi- 
ant increase in bank deposits, the extensive 
ale of the Central Bank’s rediscounting 
perations, and the greater use that was made 
f private banks’ cash holdings). (See table 5.) 
The interest rate remained at the same level 
ntil the middle of the year and subsequently 
se steadily, although it actually dropped in 
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real terms. Thus, the gap between the banks and 
the other money markets seems to have been 
widened still further not only by market trends 
but also by the issue of national investment and 
development bonds (adjustable and with a 
guaranteed minimum rate of interest) and the 
rise in the rate of foreign exchange. 

As regards the public finances, the Treasury 
showed a deficit of 2,601 million pesos in 1971 
compared with 593 million in 1970 (see table 6). 
The rise in total expenditure to 12,577 million 
pesos was largely due to increased backing for 
provincial budgets and much bigger transfers to 
State enterprises, amounting to 1,433 and 1,272 
million pesos, respectively, or 59.3 and 177.7 
per cent more than the year before. 

Total income amounted to 9,976 million 
pesos (27 per cent more than in 1970), with in- 
creases of 26.3 per cent in current income and 
58.4 per cent in capital income. The significant 
rise in capital income was due to the issue of 
securities on the domestic market (national 
public works bonds and national investment 
and development bonds) and credit obtained 
from abroad. The current income shows the in- 
creasing amount paid in taxes by owners of 
motor vehicles, since revenue from taxes on 
motor vehicles increased by 85 per cent and 
revenue from taxes on fuels grew by nearly 300 
per cent. Revenue from profits tax rose by 25 
per cent, that from sales tax by 36 per cent, and 
revenue from the whole group of direct and 
indirect taxes rose by 25 per cent. The social 
security system showed a deficit, since although 
its income grew faster than prices, it did not 
grow as quickly as expenditure. 


Table 5. Argentina: monetary position 


(Millions of pesos) 
Balances __ Absolute variations 
at 
31-12-71 1970 1971 
Net creation 18,022 3,085 5,941 
Means of payment in 
the hands of private 
persons ; . 14,679 2,448 4,947 
Official demand de- 
posits . > Byeee 637 994 
Factors of creation 28,735 4,643 9,964 
External sector. 2,564 959 —810 
Government sector . 7,771 935 3,105 
Entrepreneurialsector 18,400 2,749 7,669 
Factors of absorption . 10,713 1,558 4,023 
Slow-moving deposits 8,511 1,699 3,478 
Of private persons. 8,139 1,844 3,565 
Official 372 —145 —87 
Other 2,202 —141 545 


Source: Ministry of Finance. 


Table 6. Argentina: movement of treasury funds 


(Millions of pesos) 
a a rn ari Pa STG Pt lee 
Variation 
1970 1971 (°/) 
Budget income 7,640 9,916 29.8 
Current income 6,802 8,589 26.3 
Capital income 838 1,327 58.4 
Other income 27, 60 —72.4 
Total income 7,857 9,976 27.0 
Budget expenditure 8,148 12137. 49.0 
Current expenditure. 5,883 8,947 52.1 
Capital expenditure . 2,265 3,190 40.8 
Other expenditure 302 440 45.7 
Total expenditure 8,450 ICE 48.8 
Deficit . 593 2,601 338.6 
Financing 393 2,601 338.6 
Internal . : : 593 2,601 338.6 
Central bank opera- 
tions : 502 2,594 416.7 
Short-term opera- 
tions ; —98 —113 
Debt cancellation 
documents and 
certificates : 70 9 to 
Consolidated fund. 161 86 — 46.6 
Cash variations —42 25 ae 
Other . : ’ — — = 
External . ; ' — — = 


Source: Ministry of Finance. 


5. PRICES, WAGES AND EMPLOYMENT 


The cost of living index rose by 39.1 per cent 
between December 1970 and December 1971, 
compared with the rise of 21.7 per cent in the 
previous period. Comparison of the annual 
averages for 1970 and 1971 gives an increase of 
34.7 per cent as against 13.6 per cent. The main 
factors in this rise in prices, which continued 
throughout the year, were the successive cur- 
rency devaluations, the price of meat, the wages 
policy and new public utility rates. The adjust- 
ment in the exchange rate at the end of 1970 and 
the beef shortage which led to a substantial 
rise in the price of that commodity were, in 
that order, the first signs of a change in 
relative prices. Next, the wages policy and the 
rise in public utility rates brought new pressures 
to bear, and the process was further intensified 
by manufacturers’ attempts to regain their 
position, while the peso continued to depreciate 
and beef remained in short supply. 

Analysis of the different cost-of-living items 
reveals that between December 1970 and 
December 1971 food prices rose by 42.4 per 
cent, household goods by 46.6 per cent, cloth- 
ing by 25.8 per cent, accommodation by 43.7 
per cent and general expenses by 37.5 per cent. 
In particular, the price of meat rose by 47.5 per 
cent over the December 1970 price, while if the 
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annual average rates are considered the increase | 
was 78.2 per cent. 
The wholesale price index went up 48.1 per 
cent between December 1970 and December 
1971, while the increase on the basis of the 
annual averages was 39.6 per cent. Prices of 
domestic products increased by 48 per cent 
between December 1970 and December 1971; 
of these, agricultural commodities rose by 61.1 
per cent and manufactures by 42 per cent. Prices _ 
of imported goods increased by 50.3 per cent. | 
Construction costs went up 42.7 per cent 
owing to wage increases (45.7 per cent) and the 
rises in the cost of construction materials (41 _ 
per cent) and in general expenses (35.7 per cent). | 
In 1971 the basic wage of the industrial 
worker rose by 37 per cent over the average for 
1970. This rise was due to the 6 per cent in-_ 
crease received at the beginning of the year, 
the results of collective agreements, and an | 
adjustment of 50 pesos granted in September. | 
Family allowances remained unchanged ‘from _ 
January 1970 to August 1971, so that in spite of || 
the increases in September and December, the | 
average increase in the family wage of 
standard-size family during the year was only | 
29.7 per cent (see table 7). Hence, on the basis of | 
annual averages, the real basic wage of the | 
industrial worker rose by 1.4 per cent between | 
1970 and 1971, but if the family wage is also | 
considered, there was actually a decrease of 3.8 | 
per cent. iy 
Unemployment seems to have increased 
throughout Argentina in 1971. In Greater | 
Buenos Aires the rate was as high as 6.3 per cent 
of the economically active population in July 
1971 (in the same month the previous year it | 
had been 4.7 per cent). Some of the underlying | 
causes of this situation were the decline in | 
private building, the fact that a good deal of the 
industrial expansion achieved was due to in- 
creases in productivity, and the relatively | 
slower growth of industries employing more 
labour (for example, meat-packing plants and 
industries manufacturing beverages and wood 
products). As regards other areas of the 
country, a study carried out in April 1971 
showed an increase in unemployment in 
Tucuman and a decrease in Formosa and 
Posadas, although the rate there was still above 
the national average. 


, 
| 
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6. THE EXTERNAL SECTOR 


Total exports of goods in 1971 amounted to 
$1,710 million at current values, which repre- 
sents a 3.6 per cent reduction compared with 
the previous year. The proportion of non- 
traditional products rose from 22 to 25.2 per 
cent of the total. Analysis of individual exports 


Table 7. Argentina: prices and wages 
(Percentage annual variation) 


a 


December Annual averages 
1969 1970 1971 1969 1970 1971 
Prices 
Cost of living : : va G) 2157 39.1 7.6 13.6 34.7 
Wholesale prices —. ‘ ’ ry ES 26.7 48.1 6.1 14.1 39.6 
Construction costs 11.6 13.3 42.7 9.6 11.9 30.7 
Wage of industrial worker* ; 
Basic 
Nominal . 20.4 14.8 44.4 10.1 18.2 37.0 
Real. : F 13.0 —5.7 3.8 Didi 4.3 1.4 
Basic + family allowance 
Nominal . 21.6 1337 47.1 14.0 16.0 29.7 
Real. 13.9 — 6.6 5.8 5.9 Dee —3.8 


Source: Ministry of Finance on the basis of data supplied by the Statistics and Census Institute and the 


Ministry of Labour. 
* Net of contribution to pension scheme. 


sveals that despite the 32 per cent reduction in 
olume caused by the decrease in domestic 
upply (attributable, inter alia, to the need to 
splenish the livestock inventory), the value of 
eef exports remained at the same level as in 
970, because of the higher level of processing 
nd the resulting substantial increase in prices. 
Vool exports fell by 12.9 per cent. The volume 
f grain exports diminished, but prices im- 
roved in roughly the same _ proportion. 
xports of edible oils dropped 18 per cent in 
alue and those of industrial oils 12 per cent, 
shile exports of fresh fruit rose by 1.7 per cent 
nd quebracho extract by 13.6 per cent. Ex- 
orts of non-traditional products went up by 
0.6 per cent, which is mainly attributable to 
1creases in exports of food products (particu- 
arly meat preparations), beverages and tobacco. 

The c.i.f. value of imports was $1,890 million 
t current prices, or 12.2 per cent more than in 
970. Capital goods accounted for $474 million 
f the total (an increase of 30 per cent), and 
yels and lubricants for $117 million (47.2 per 
ent more than in 1970). In the first case, the 
jain factor was increased demand from the 
ublic sector; in the second case, it was the con- 
inued expansion of domestic consumption and 
igher world prices. Imports of raw materials 
nd intermediate goods totalled $1,233 million, 
r 6.4 per cent more than in 1970; over half of 
nese imports were chemicals and metals. Im- 
orts of consumer goods amounted to only $66 
lillion (19.3 per cent less than in 1970) because 
f the adoption of a restrictive policy. 

The increase in imports and in payments of 
iterest and profits on foreign capital, in con- 
inction with the depressed level of exports, 
aised the current account deficit to some $448 
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million. As the capital account also showed a net 
outflow, the balance of payments before com- 
pensatory financing showed a deficit of $563 
million, which had the effect of reducing inter- 
national reserves and increasing the liabilities 
of the monetary authorities (see table 8). 

The exchange policy followed consisted at 
the beginning of the year of applying a system 
of small periodical adjustments in the exchange 
rate, in line with domestic price trends. This 
system was combined with a stimulus to non- 
traditional exports through the refund of duties 
and the cancellation of the remaining portion of 
the export tax which had been established to 
compensate for the devaluation of October 1970 
and which was gradually reduced as internal 
costs increased. The peso was further devalued 
(by 12 per cent, in two separate adjustments) 
towards the middle of the year, and two dif- 
ferential currency markets were established, one 
for commercial transactions and the other for 
financial operations. The official exchange rate 
is used in the commercial market, which is for 
exports, imports and related commercial ser- 
vices, while a rate resulting from the free play 
of market forces is used in the financial market, 
for movements of capital. In addition, external 
bonds were issued to cover the payment of 
profits, interest and dividends of foreign 
companies, and imports were temporarily sus- 
pended, while subsequent import duties were 
increased by 15 per cent. After these measures 
had been adopted, the exchange rate was con- 
trolled by authorizing an increasing proportion 
of exchange transactions in respect of exports 
to be carried out on the financial market (at 
twice the official rate) and bringing about a 
gradual rise in the cost of foreign exchange for 


Table 8. Argentina: balance of payments 
(Millions of dollars) 
a ee 


1960 1965 1969 1970 1971? 
Current account 
Exports of goods and services 1,238.4 1,656.0 1,836.0 2,021.0 1,979.0 
Goods f.o.b. . 1,079.2 1,493.0 1,612.0 1,773.0 1,710.0 
Services ; : 159.2 163.0 224.0 248.0 269.0 
Imports of goods and services .- 1,379.3 —1,379.0 —1,896.0 —2,015.0 —2,233.0 
Goods f.o.b. . .-1,099.4 —1,043.0 —1,372.0 —1,466.0 —1,644.0 
Services ; ; : . —279.9 — 336.0 — 524.0 — 549.0 — 589.0 
Net external investment income . — 57.0 — 53.0 — 159.0 — 141.0 — 193.0 
Net private transfer payments —7.0 — 4.0 —1.0 —1.0 —1.0 
Balance on current account — 204.9 220.0 — 220.0 — 136.0 — 448.0 
Capital account 
Net external financing (a+b+c+d+e) 204.9 — 220.0 220.0 136.0 448.0 
(a) Net external non-compensatory 
capital 564.9 — 244.0 305.0 129.0 
Direct investment : 117.0 43.0 —11.0 5.0 
Long and medium-term loans 472.0 151.0 434.0 493.0 
Amortization payments —41.3 — 443.0 — 231.0 — 307.0 ~ 162.0 
Short-term liabilities . 16.6 3.0 116.0 — 60.0 1 
Official transfer payments . 0.6 2.0 —3.0 —2.0 
(b) Domestic non-compensatory 
capital or assets —= 8:3 20.0 =31.0 — 54.0 
(c) Errors and omissions . —176.5 94.0 — 145.0 281.0 
(d) AllocationSDRs_ ‘ ‘ — — — 59.0 47.0 
(e) Net compensatory movements 
(increase — ) : : TS 2 — 90.0 91.0 — 279.0 563.0 
Balance-of-payments loans, trade 
arrears, deferred payments, 
IMF position and other liabili- 
ties of the monetary authorities 201.6 107.0 Ae cults: eke. 
Amortization payments . . —70.4 — 129.0 — 144.0 : 
Movements of gold and foreign 
exchange reserves (increase —). — 306.4 — 68.0 231.0 — 89.0 324.0 
SDRs -— “= _ — 59.0 56.0 


Source: IMF, Balance of Payments Yearbook, vols. 17 and 22. 


* Estimates. 


imports by the same means (in other words, 
importers had to buy an increasing proportion 
of foreign exchange on the financial market). 


BARBADOS 
1. Recent economic trends 


After the notable economic growth achieved 
in 1970, to which the most representative 
economic activities of Barbados contributed, 
there was a return in 1971 to the slower rate of 
development which has prevailed since the 
mid-1960s. 

It is estimated that in 1971 the gross domestic 
product at current prices increased by around 
10 per cent; this compares unfavourably with 
the increase of 17.6 per cent recorded in 1970 
(see table 9). In real terms, using as a deflator 
the Retail Price Index, which is not completely 
adequate for the purpose but nevertheless gives 
a usable approximation, the increase is only 
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slightly over 2 per cent for 1971, whereas it was | 
9.1 per cent at constant prices in 1970 and 5.5 __ 
per cent annually during the previous four | 


years. 

The production and refining of sugar, current 
expenditure and investment in the public sector, 
and earnings from tourism are the main factors 
governing the development of the economy in 
Barbados. In 1971, sugar production dropped 
and it is estimated that the value added by the 
sugar industry fell by 11 per cent. While the 
other activities did not grow as much as the 
previous year, they achieved generally satis- 
factory results. With the exception of agricul- 
ture, the other sectors grew on average by 12.6 
per cent. 

Government spending increased by approxi- 
mately 20 per cent during 1971, although this is 
less than the increase for 1970. While the in- 
crease in current expenditure was around 17 per 
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Figure III. Barbados, 1965-1971 
Semi-logarithmic scale 
EVOLUTION OF THE GROSS DOMESTIC 
PRODUCT AND INVESTMENT 


Millions of East Caribbean 
dollars at current prices 


GROSS DOMESTIC 
PRODUCT 


IMPORTS OF GOODS 


100 


EXPORTS OF GOODS 


40 l ! a n cease 
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cent, the increase in capital expenditure was 
more than 40 per cent, again providing an 
effective stimulus for the construction sector. 

The increased public spending not only 
stimulated demand, but also caused a higher 
consumption of raw materials and capital goods 
needed for industry and construction, and be- 
cause of the high proportion of imports among 
such goods, this resulted, as it has done 
consistently since 1968, in a rapid growth of 
imports (12 per cent). In contrast, exports are 
estimated to have increased by only 1.6 per cent 
(both imports and exports are expressed in 
terms of current East Caribbean dollars). 

The growing trade deficit, which was close on 
200 million East Caribbean dollars,? was partly 
compensated for by higher earnings from 
tourism, estimated at around 69 million East 
Caribbean dollars for 1971. The tourist industry 
(there were about 170,000 tourists in 1971) has 
grown considerably over the last few years and 
its total earnings nearly equal the value of ex- 
ports of goods. 

The higher prices of imported products again 
influenced domestic prices, which increased by 
an average of 7.7 per cent in 1971 compared 
with the increase of 9 per cent registered in 1970. 


3 Until the beginning of December 1971, one United 
States dollar was equal to two East Caribbean dollars. As a 
result of the devaluation of the United States dollar, the 
rate of exchange became 1.84 East Caribbean dollars to one 
United States dollar. 
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2. Major sectors of activity 

In 1971 the sugar industry, which covers thi 
growing and milling of sugar cane, suffered | 
serious drop in production, estimated at 12 pes 
cent. Except for the recovery recorded in 1970} 
when there was a 13 per cent increase, sugal 
production has dropped significantly over tha 
last few years. The value added in the sugas 
industry, which accounted for 20 per cent of thal 
total gross domestic product in 1965, hac 
dropped by 1971 to a bare 8 per cent, reflecting 
the numerous difficulties of production, from 
industrial disputes and fires in the cane fields, te 
the unfavourable weather conditions which 
affected production in 1971. Despite this 
sector’s relative loss of importance in the 
economy, a drop in sugar production stil 
brings with it serious economic and social con+ 
sequences, owing to the large number of per 
sons dependent on the industry. 

The rest of the agricultural sector, which is of 
relatively minor importance, failed to break out 
of its state of stagnation during the year 
Although the value added in the sector in- 
increased by approximately 6 per cent, the in. 
crease in domestic prices was higher still 
indicating that the volume of production did 
not in general increase. 

The available information on some of thei 
more important industries gives grounds for! 
believing that the product of the manufacturing 
sector grew by slightly over 12 per cent in 1971 
(see table 10). 

Under the stimulus of increased public ex- 
penditure, construction has grown rapidly since# 
1968 at an average annual rate of 17 per cent, 
bringing its share in the total gross domestics 
product up to 10 per cent, which is similar tof 
the share contributed by manufacturing. Inf 
1971 the value added in the construction sector} 
grew by 12.7 per cent, as against more than 238 
per cent in 1970. | 

The Government sector has made itself thet 
main driving force in economic growth. Be-+ 
tween 1965 and 1971 its contribution to the 
total product rose from 11 to 17 per cent. . 

Current expenditure in the fiscal year} 
1970-1971 increased by 17 per cent, and it is: 
estimated that for the period 1971-1972 the in-} 
crease will be 15.7 per cent. Current income in- 
creased by 19 per cent in 1970-1971, but it ‘| 
estimated that the increase will only be 3.7 per’ 
cent for 1971-1972 (see table 11). 

Capital expenditure, which increased around| 
40 per cent in 1970-1971, was destined to a! 
large extent for public works, mainly road con- 
struction and the expansion of drinking water 
services, plus of course the construction of 
dwellings. Agriculture has also been receiving 
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Table 10. Barbados: output of selected industrial commodities 


Commodities 


Units 1969 1970 1971 
Sugar Thousands of tons 136 154 135 
Edible oil Thousands of gallons Shys 29 - 
Lard : Thousands of pounds e532 1,808 1,093? 
Margarine Thousands of pounds 3,192 Boz. 1,8297 
Animal feeds . Thousands of pounds 32,437 39,713 22.3278 
Rum Thousands of proof gallons _—_1,474 1,318 1,141° 
Beer Thousands of gallons 799 1,056 Deli 
Cigarettes : Thousands of pounds 293 305 248 
Soap. ; : Thousands of pounds 2,318 2,726 1,219" 
Electricity generated Millions of kWh 131 149 120° 
Natural gas production Millions of cubic feet 108 117 36° 


Source: Economic Planning Unit, Barbados. 
* January to June. 

» January to September. 

© January to March. 


Table 11. Barbados: government income and expenditure 
(Millions of East Caribbean dollars) 


SSS a a a ee a ee eee ae es 


1967/1968 1968/1969 1969/1970 1970/1971 1971/1972" 
Current income 49.4 62.8 75.4 90.0 93.1 
Taxation : 40.7 51.9 60.1 69.3 78.7 
Current expenditure . 48.7 51.9 Ise) 85.6 99.0 
Savings . ; ’ 0.7 10.9 2.2 4.4 —5.9 
Capital expenditure . 8.6 8.8 11.0 15.6 3182 


Source: Economic Planning Unit, Barbados. 
* Estimates. 


an increasing share in the allocation of re- 
sources. 

The other sectors which produce goods and 
services grew at a similar rate to the total 
“product. Commerce, however, grew much less 
than the 20 per cent recorded in 1970 (see table 
9). 


3. The external sector 


In the past, the export of goods has grown 
slowly, the average annual growth rate over the 


five-year period 1965-1970 being 5 per cent. The 
growth rate for 1971 is estimated to be scarcely 
1.6 per cent, owing to lower sugar sales. Imports 
of goods, in contrast, have increased at an 
average rate of 15 per cent per year since 1965, 
and in 1971 there was an estimated increase of 
12.5 per cent at current prices (see table 12). 
This situation has led to a growing deficit in the 
balance of trade which is now close on 200 
million East Caribbean dollar, or nearly three 
times the value of exports of goods. 


Table 12. Barbados: balance of payments 
(Millions of East Caribbean dollars)* 


1965 1968 1969 1970 1971” 

Exports (f.0.b.) 54.7 67.7 65.4 69.9 71.0 
Imports (c.i.f.) . Ua) 167.5 193.8 233.8 263.0 

Trade deficit . —61.0 —99.8 — 128.4 — 163.9 — 192.0 
Services . 37.0 59.5 52.9 56.4 65.0 
Transfers* : F 4.5 3.8 Sa 3.8 4.0 
Balance on current account —19.5 — 36.5 —71.8 — 103.7 — 123.0 
Net capital inflow? 32 44.7 57.6 US 97, 120.0 
Balance before compensation —4.3 8.2 — 14.2 10.0 —3.0 


Ee Ee Eee ae 


Source: Economic Planning Unit, Barbados. 


“ Until the beginning of December 1971, one United States dollar was equal to two East Caribbean dollars. 
As a result of the devaluation of the United States dollar, the rate of exchange became 1.84 East Caribbean 


dollars to one United States dollar. 
> Estimates. 


© Includes capital transfers and private transfer payments. 


‘Includes errors and omissions. 
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More than half the total exports consist of 
sugar and related products; the remainder is 
made up of a number of commodities of minor 
importance. 

The value of imports of goods is over three 
times that of exports. About a quarter of the 
total is made up of foodstuffs, beverages and 
tobacco and another quarter of machinery and 
transport equipment. 

It is estimated that about 36 per cent of the 
big trade deficit recorded in 1971 was com- 
pensated for by earnings from tourism, whose 
total value is close to that of exports of goods. 
Since 1965, the tourist industry has been ex- 
expanding at an annual rate of 18 per cent. In 
1965 approximately 68,000 tourists entered the 
country; in 1971, the estimate was 170,000. The 
economic importance which the tourist industry 
has acquired has stimulated the expansion of 
tourist services and hotel capacity (see table 13). 

The net inflow of capital has also increased 
rapidly, from 15 million East Caribbean dollars 
in 1965 to an estimated sum of 120 million in 
1971, thus largely covering the deficit on the 
current account. 

Trade with the CARIFTA countries has 
expanded considerably. Imports from those 
countries, which now stand at around 14 per 
cent of the total, doubled between 1967 and 
1970. Exports to the other CARIFTA countries, 
particularly Trinidad and St. Lucia, account 
for almost a quarter of total exports of goods, 
and increased by 60 per cent between 1967 and 
1970. 

BOLIVIA 
1. Recent economic trends 

The salient features of the evolution of the 
Bolivian economy during 1971 were the 
moderate growth rate of the gross domestic 
product (3.8 per cent) and the differences 
between the economic policies applied before 
and after the month of August. The most 
dynamic sector was agriculture, the product 
from which grew 2.5 per cent, while one of the 
main negative elements was the drop in the 
value of metal and ore exports, which aggra- 
vated the deterioration in the balance-of- 
payments position and the reduction on tax 


revenue, and indirectly affected industry and | 
services. In the sphere of economic policy, the | 
main differences between the two parts of the 
year mentioned above was in the approach to | 
foreign relations, especially with regard to 
foreign capital (nationalization of the Matilde 
mine and the International Metal Processing | 
Company before August, contrasted with the 
granting of incentives under the law on invest- 
ment after August). 


Figure IV. Bolivia, 1965-1971 
Natural scale 


(a) GROWTH OF THE GROSS DOMESTIC 
PRODUCT AND INVESTMENT 
SMM Gross domestic product 
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(b) EXTERNAL SECTOR TRENDS 
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Table 13. Barbados: tourism 


1968 1969 1970 1971 
Number of visitors 115,697 134,303 156,417 170,000* 
Cruise ship visitors e 75,981 80,889 79,635 
Hotels and guest house beds . 5,420 6,290 7,000 7,000° 
Tourist expenditure (millions of East 
Caribbean dollars) 53.9 56.8 63.5 69.0* 


Source: Economic Planning Unit, Barbados. 
* ECLA estimates. 
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_A rapid review of development in the produc- 
ion sectors shows that except in the Santa Cruz 
rea agriculture was favoured by good weather 
onditions and there was an increase in cereal 
utput, while cotton cultivation increased very 
aarkedly, partly in substitution for sugar cane. 
n the mining sector, the metals side remained 
teady in terms of physical output but suffered 
significant drop in prices, whereas petroleum 
utput expanded by nearly 47 per cent. Manu- 
acturing grew by 2.6 per cent, a lower rate than 
1 previous years. There was a 4.8 per cent rise 
n consumption, including an increase of 4.9 per 
er cent in private consumption (see table 14). 
rices remained relatively stable, and in the 
irst ten months of the year the consumer price 
ndex rose by only 3.6 per cent compared with 
he same period of 1970. 

In the external sector, there was a drop in tin 
ices, an increase in exports of petroleum and 
ivestock products, and a steady rise in exports 
f cotton fibre. The value of exports of goods 
nd services at current prices fell 8.4 per cent, 
vhile that of imports of goods and services 
vent up 5.9 per cent. The surplus on merchan- 
lise account was $4 million (it had been 
29 million in 1970) and the balance-of-pay- 
nents deficit on current account was $52.4 mil- 
ion. This deficit was financed with $44.3 million 
yf non-compensatory credits, and by drawing 
yn the country’s international reserves. 


2. Major sectors of activity 
The gross domestic product at factor cost 


grew by 3.8 per cent in 1971, largely as a result 
of the continued high rate of growth in the 
agricultural sector and the moderate expansion 
of mining production. Generally speaking, the 
services sectors showed a slow rate of growth, 
as did the manufacturing sector (see table 15). 

Weather conditions were favourable over 
most of the country (except for the Santa Cruz 
area, where there was drought for the second 
consecutive year), with the result that a 
relatively high growth rate of 5.2 per cent was 
recorded in agriculture. An analysis of the 
results for the different crops, based on incom- 
plete data, shows that there appears to have 
been a further increase in the harvest of cereals. 
The introduction and dissemination of im- 
proved seed varieties enabled wheat production 
to be increased 6 per cent, and in some of the 
more readily adaptable regions of the country 
the area sown was expanded considerably (in 
Chiquisaca, for instance, it was doubled). An 
increase in production was recorded for all the 
other crops grown on the Altiplano. In the 
lowlands, in contrast, the production of sugar 
cane continued to decline due to the replace- 
ment of sugar cane with cotton, the cultivation 
of which has proved to be more advantageous 
because by importing improved seed varieties 
and taking advantage of the fertility of the soil 
it is possible to achieve a yield of 900 kilo- 
grammes of fibre per hectare. It is consequently 
estimated that production of cotton went up 
by around 12 per cent in 1971. In the livestock 
sector, exports of beef, which had been resumed 


Table 14. Bolivia: total supply and demand 


Millions of pesos at Structure Annual growth rates 
1960 prices (percentages) (percentages) 
1965— 2 
1965 1970 1971° 1965 1970 1971? 1970 1970 1971 
otal supply . 7,546.2 9,909.0 10,291.9 IST 128.4 128.5 5.6 2.6 39 
Gross domestic product 5,757.1 7,718.4 = 8,011.7 100.0 100.0 100.0 6.0 522 3.8 
Imports? . 15739 2190.6 228022 31.1 28.4 28.5 4.1 —5.5 4.1 
otal demand 7,546.2 9,909.0 .10,291.9 TSI. 128.4 128.5 5.6 2.6 3.9 
Exports? 886.8 1,342.7 1,394.2 15.4 17.4 17.4 8.6 — 3.6 3.8 
Total investment 1,125.4 1,490.9 1,480.5 GES 193 18.5 5.8 4.6 —0.7 
Gross fixed investment 970.6 1,347.0 1,465.5 16.9 WES 18.3 6.8 4.7 8.8 
Public 400.6 Poe Bs 7.0 sen ae 
Private $70.0 DS) 
~ Construction . 600.5 10.4 
Machinery and ee ny 
equipment : : eae bid 3 5 a sa 7 a ah 
Total ae pe 5.58658 7,075:4 754172 96.2 Ole 92.6 5.0 in He 
General government 649.8 859.5 895.5 ile) 12.4 12.4 5.8 : He 
Private . 4884.9) nO2215-9 mei0,92 1.7 84.9 93 81.4 4.9 3.4 : 


Source: 1965-1970: ECLA, on the basis of data supplied by 
e Ministry of Planning and Co-ordination; 1971, ECLA estimates 
ased on preliminary data from the same source. 


® Preliminary. : 
> Goods and services, excluding factor payments. 
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Table 15. Bolivia: gross domestic product at factor cost, by sector of economic activity 


Millions of pesos Structure Annual growth rates 
at 1960 prices (percentages) (percentages) 
1965 -1970-=«d97* = s«196S—s970~S 97s 1970 1978 
iculture . 1,530.3 1,633.4 1,718.3 28.4 22.6 22.8 1.4 4.9 52 
ae 552.4 977.6 1,016.7 10.2 13.5 13.5 12.9 10.5 4.0 
Manufacturing 707.3 949.6 974.3 13.1 13a 12-9 6.0 13.2 2.6 
Construction ¥et303:3 326.3 339.0 5.6 4.5 4.5 iS —4.2 3.9 
Subtotal goods . 3,093.3 3,886.9 4,048.3 SHS 53-4 53.8 4.9 6.0 4.2 
Electricity, gas and water. 71.9 118.5 125.6 L3 1.6 Ey 10.6 6.0 6.0 
nd communi- 

saree i ; j pe 4028 600.8 619.4 8.6 8.3 8.2 33 2.4 3d 
Subtotal basic services. 534.7 719.3 745.0 9.9 9.9 9.9 6.1 3.0 3.6 
Commerce and finance . 556.8 771.4 716.8 10.3 10.7 10.3 7.0 —1.9 0.7 
Government. ; ; 467.3 649.2 698.9 8.7 9.0 9.3 6.6 9.2 Tou 
Ownership of dwellings . 273.4 377.4 387.0 Sal av 52 6.7 2.4 PAS) 
Miscellaneous services 472.8 832.0 865.3 8.8 11.5 TUS Si 10.2 4.0 
Subtotal other services. 1,770.3 2,630.0 2,728.0 32.8 36.4 36.3 73 5.0 SF 
Total DGS 440.97, 294.6. MISTS 100.0 100.0 100.0 6.0 5.2 3.8 


a a la 


Source: 1965-1970: ECLA, on the basis of data supplied by 
the Ministry of Planning and Co-ordination; 1971: ECLA estimates 
based on preliminary data from the same source. 

Note: because the individual activities and the total were cal- 


in 1970, continued to expand healthily and more 
than 1,700 tons were exported in the first nine 
months of 1971. 

There was an increase of 4 per cent in the 
product of the mining sector in 1971: the pro- 
duction of the metals side fell by 4.8 per cent, 
but this was made up for by the increase of 
46.8 per cent in the output of hydrocarbons. 
Production of metals closely follows the move- 
ments of international prices, which were high 
in 1969 and 1970, but fell steadily in 1971. 

With regard to petroleum, the sharp decline 
in production in 1970 was caused by the 
marketing problems of the Bolivian oil com- 
pany (Yacimientos Petroliferos Fiscales Bolivi- 
anos—YPFB). Following the settlement of the 
conflict with the enterprise that previously 
exploited the country’s main oil fields, the 
external market situation was restored to 
normal and it proved possible to achieve a 
substantial increase in production in 1971. 
Moreover, during the second half of the year, 
the Government obtained external credit from 
private sources which enabled it to resume 
construction of the Santa Cruz-Yacuiba oil 
pipeline, pending receipt of the long-term 
credit granted by the IBRD and the IDB. 

The growth rate of the manufacturing sector 
was less than in the previous year, largely 
because of competition from recorded and 
unrecorded imports, the slow growth of urban 
construction, and the somewhat limited supply 
of internal financing, particularly financing 
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culated independently, the sum of the former does not correspond. 
exactly with the latter. . 


* Preliminary. e |i 


from the banking system. On the other hand, 
oil refining went up 5 per cent and a tin smelter 


began operating in Vinto, with an annual | 
capacity of 7,500 tons of bars plus 800 tons of | 


sal 


various tin alloys. 
The construction sector, which had shown a 
decrease of 4.2 per cent in 1970, expanded by 


3.9 per cent in 1971. The latter figure mainly | 


reflects the expansion of public sector con- 
struction, particularly the Santa Cruz-Yacuiba 
oil pipeline. Private sector construction, parti- 
cularly housing, remained at a relatively 
depressed level. The lack of financing arrange- 
ments, particularly for personal credit, seems 
to have influenced this trend. Moreover, cur- 
rent total finance made available by the bank- 
ing system for the construction sector has 
shown little change since 1968. 

Electricity, gas and water expanded by 6 per 
cent, a rate similar to that of previous years. 
Transport and communications grew by 3.1 per 
cent and commerce and finance by 0.7’per cent. 
The product generated by the Government 
increased by 7.7 per cent, primarily as a result 
of the growth of normal Government services 
such as education. 


3. Public finance 


The Government endeavoured to increase its 
tax revenue by measures such as closer checks 
on tax evasion and an amnesty in respect of 
arrears of direct taxes. Thanks to these 
measures, total tax revenue for the first nine 


b 
t 
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1onths of 1971 was 27.2 per cent higher than 
1 the same period of 1970, the rise in income 
ax revenue being 45 per cent. 

This improvement in internal revenue eased 
he strain on the tax receipts but was counter- 
cted by the decline in customs revenue. Export 
uty, which is one of the most important 
lems in such revenue, fell sharply, mainly 
wing to the drop in export prices (particularly 
f antimony) and to difficulties in the implemen- 
ation of agreements with the smelters of certain 
netals. Thus, total export duties amounted to 
mly 38.7 million pesos between January and 
eptember 1971 as against 148.8 million during 
he same period of 1970, while total customs 
evenue in 1971 amounted to only 312.8 million 
esos, compared with 447.1 million in 1970. 

Taken as a whole, therefore, Government 
ncome fell from 897.8 million pesos in the 
eriod January-September 1970 to 792.7 mil- 
ion for the same period of 1971. In order to 
up its level of activity, the Government 
iad to resort to internal credit—particularly 
redit granted by the banking system—to a 
reater extent than expected, with the result 
hat in 1971 its indebtedness increased by 
3.9 million pesos, in contrast to 1970, when it 
yas able to pay off 29.7 million pesos of the 
xisting debt. This tapping of resources was 
arried out mainly at the expense of bank 
redit to the private sector, the flow of funds to 
vhich increased by only 83.7 million pesos in 
971, as against 137.6 million in 1970. This 
lecline chiefly affected the manufacturing 
ector, which received only 10.6 million pesos 
n 1971 compared with 64.7 million in 1970. 


4. The external sector 


In 1971 the external sector presented a 
nixture of positive and negative features. 
yn the one hand, the metals side of the mining 
adustry, which is the main source of export 
arnings and which has received a continuous 
nflux of investment throughout the past 
lecade, was affected by a sharp fall in prices on 
he international market and current foreign 
xchange earnings were therefore reduced. On 
he other hand, however, exports of petroleum 
nd livestock products were resumed, and 
otton fibre continued to grow in importance. 
\s regards capital movements, there was an 
ncrease in the granting of credits to the public 
ector. 

The current value of exports of goods fell 
rom 195.7 million dollars in 1970 to 178.5 mil- 
ion in 1971. This was due to the general decline 
n the prices of the major metal exports, for the 
folume of such exports remained steady and 
yen in some cases exceeded the 1970 levels (see 


able 16). 


This decline was offset by the increase in 
exports of petroleum, which rose to $24.7 mil- 
lion in 1971 as a result of the disappearance of 
the circumstances that caused them to fall in 
1970, when they amounted to only $10.2 mil- 
lion. Agricultural exports increased from 
$13.4 to $15.4 million. In particular, the 
increased exports of beef and cotton fibre 
more than made up for the decline in the 
production of sugar, exports of which suffered 
a further drop in 1971 and output of which 
could prove insufficient for domestic needs from 
1972 onwards. 

The value of imports of goods shows a con- 
trary trend, for it rose from $166.2 million in 
1970 to $174.5 million in 1971. According to 
the partial information to hand, this increase 
seems to have been general for the various types 
of goods, so that consumer goods and raw 
materials for use in light industry would appear 
to have shown a similar growth trend to 
imports of capital goods. Public sector demand 
was the main factor in the case of the growth 
in the latter type of imports, such demand 
being stimulated by the implementation of 
certain public works and the renewal of work 
on the Santa Cruz-Yacuiba oil pipeline. 

As a result of the above, the balance on 
merchandise account, which had been healthily 
positive for several years, fell from $29 million 
in 1970 to only $4 million in 1971. There was 
no major change in the net service payments 
position, which had always been negative. This 
is explained by the fact that most production 
for export is now carried out by national 
Government-owned or private enterprises, thus 
tending to mitigate the sharp fluctuations under 
the heading of remittances of profits to which 
the Latin American countries are prone. On 
the other hand, the level of external interest 
and profits payments remained much the same 
as in 1970, at an estimated total of $23.2 mil- 
lion. In short, the balance-of-payments deficit 
on current account increased from $22.7 million 
in 1970 to $52.4 million in 1971. 

This deficit was financed mainly from the 
flow of external credit to the public sector, 
since there was no significant increase in direct 
investment and the external indebtedness of 
the private sector appears to have increased 
only to a moderate extent. The total flow of 
non-compensatory external credit, including 
short-term loans, amounted to $44.3 million. 
The equivalent of $4 million was also received 
in the form of the quota of Special Drawing 
Rights (SDRs) allocated to Bolivia at the 
beginning of the year by the International 
Monetary Fund. The whole of this quota, as 
well as $0.1 million-worth of previously unused 
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Table 16. Bolivia: balance of payments 


(Millions of dollars) ' | 
1960 1965 1969 1970 1971" 1 
at 
Current account 1 
Exports of goods and services 57.8 125.8 190.7 210.3 192.6 a 
Goods f.o0.b. . 54.4 115:5 178.5 195:7 178.5 q 
Services . ; ; : 3.4 10.3 12.2 14.6 14.1 7 | 
Imports of goods and services — 89.7 — 161.7 —215.2 —210.8 — 223.3 4 
Goods f.o.b. . — 68.2 — 126.6 — 173.4 — 166.2 —-174.5 | 
Services . : ? —21.5 — 35.1 —41.8 —44.6 —48.8 
Net external investment income ee — 3.6 —27.4 —23.8 —23.2 | 
Net private transfer payments 0.2 Lal 12 1.6 1S 
Balance on current account . — 30.5 — 38.4 — 50.7 —22.7 —52.4 
Capital account 
a external financing (a+b+c+d+e). B05 38.4 50.7 2277 52.4 t 
(a) External non-compensatory capital 32.7 532 IS 40.1 | 
Direct investment ‘ : 16.5 125 — 69.5 2.1 
Long- and medium-term loans . 12.8 25.6 136.6 57.1 
Amortization payments —11.4 =O) —15.1 — 24.8 443 
Short-term liabilities f 2.0 9:9 —1.1 a3 
Official transfer payments : ; 12.8 14.9 6.6 2.4 
(b) Domestic non-compensatory capital or assets. —1.8 —2.2 —2.0 —3.4 
(c) Errors and omissions . é F —3.1 ihe} —4.4 —15.5 
(d) AllocationofSDRs_ . ? : : — — — 4.9 4.0 
(e) Compensatory movements (increase — ) oy) — 13.9 —0.4 —3.4 4.1 
Balance-of-payments loans, trade arrears, 
deferred payments, IMF position and other 
liabilities of the monetary authorities . 1.1 0.2 aoe 22 48 
Amortization payments , , —3.7 —1.1 —9,2 ; : 
Gold and foreign exchange (increase — 5.3 — 13.0 —2.5 —2.9 —0.8 
SDRs : . — — a= —2.7 0.1 


Source: IMF, Balance of Payments Yearbook, vols. 17 and 22. 


SDRs had to be used to finance the deficit. 
In gross terms, the country’s other international 
reserves remained basically unchanged, but in 
net terms they declined owing to the increase in 
the external liabilities of the monetary authori- 
ties. 


5. Economic policy trends 


As regards the orientation of economic 
policy, the year can be divided into two distinct 
phases, the time of demarcation being the 
change of government that took place in 
August. In the first part of the year, priority 
was given to State control of economic activity 
and an attempt was made to apply the develop- 
ment strategy drawn up by the Ministry of 
Planning.* In the latter months of the year, in 
contrast, the State reduced its guidance and 
control activities and an attempt was made to 
stimulate private foreign investment. 

The policy followed in the first few months 


“ See Ministry of Planning and Co-ordination, Estrategia 
socio-economica del desarrollo nacional, 1971-1991, 
Bolivia, 1970. 


* ECLA estimates. 


of 1971 was characterized by intensive State 
activity: efforts were made to increase public 
investment, prevent the flight of foreign 
exchange, check tax evasion and channel 
credit. At the same time, pay increases were 
given to the miners (who regained their 1965 
wage level, their real wages having fallen be- 
tween 25 and 30 per cent in the meantime) and 
teachers, and increased pensions were given to 
veterans of the war of the Chaco. With regard 
to foreign capital, a policy of selective restric- 
tions and incentives was applied, in accordance 
with the objectives laid down in the Govern- 
ment’s development strategy. At the beginning 
of 1971 the Government nationalized two min- 
ing enterprises: the Matilde Mining Corpora- 
tion, which exploited zinc mining concessions, 
and the International Metal Processing Com- 
pany, which operate the Catavi tin mine at 
Comibol. During the same period, an agree- 
ment was reached with the Gulf Oil Corpora- 
tion regarding its demand for compensation for 
the nationalization of the oilfields and equip- 
ment that it had operated up to 1970. Under 
this agreement, the State acknowledged a debt 
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$78.6 million, to be paid back over a period 
20 years from 1973 out of the proceeds of 
ports of gas. No interest will be payable 
1 the amount indicated or on any unpaid 
lances. 
The outstanding feature of the new orienta- 
yn given to economic policy from August 
iwards is the law on investment, which pro- 
des a wide range of incentives to investment. 
us law is comprehensive in scope, covering 
dividuals and legal entities, both national and 
reign, but in sectoral terms it is restricted to 
anufacturing, mining, agriculture, the exploi- 
tion of renewable natural resources, con- 
ruction and tourism. It is not, therefore, 
plicable to the exploitation of hydrocarbons, 
€ primary processes in metal production, and 
e€ petrochemical industry; these are the 
clusive province of the public sector, which 
ay however, when appropriate, accept con- 
ibutions of capital from national and foreign 
‘ivate sources. The law also excludes the re- 
mainder of the services sector, for which 
ecial rules and regulations will be drawn 
). 
The investment incentives offered under this 
w are graduated according to sector, so as to 
vour manufacturing in particular. The main 
centives granted are as follows: (a) access to 
ternal credit: new investments may be 
vanced with loans of more than two years’ 
ration or loans granted in combination with 
pital contributions, and such investments 
ay be recorded in national or foreign cur- 
ncy; (5) relief from customs duties: machinery 
1d equipment imported in connexion with 
-w investment in industry is totally exempt 
om customs duties and corresponding sur- 
iarges. In the case of investment in mining, 
riculture and construction, exemption will 
; granted in respect of the machinery and 
uipment imported initially. In the case 
raw materials destined for use in top- 
jority industries, the exemption is at the 
te of 100 per cent for seven years, gradually 
ducing over the following five years, smaller 
efits being accorded to industries classified 
second and third priority; (c) drawback and 
funding of indirect taxes: generally applicable 
‘manufacturing enterprises already in ex- 
istence or to be set up in the future; (d) 
celerated depreciation: equipment may be 
preciated in four years, real estate in ten 
ars and other items in five years; (e) tax 
emption: this will be available for ten years 
the case of profits tax and for the initial 
ansactions only in the case of transfer and 
pital gains taxes; (/) State contribution: by 
ecial arrangement, the State will provide 
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industrial sites or, in the case of agricultural 
enterprises, State-owned land; (g) protective 
tariffs: if producers receiving benefits under the 
investment law so request, the Government may 
raise the external tariff on imported products 
similar to those manufactured by the producers 
in question; (A) direct investment: enterprises 
may be set up with any desired proportion of 
foreign capital (it is not specified whether the 
term capital means actual share capital or if it 
includes the value of processes, trade marks or 
management services). The law does, however, 
provide for tax concessions on profits made by 
enterprises in Bolivia that are used to purchase 
foreign shares in established enterprises, where 
those shares account for more than 49 per cent 
of the total share capital. 


BRAZIL 
1. Recent economic trends 


According to preliminary estimates, Brazil’s 
economy grew by 11.3 per cent in 1971, thus 
continuing the rapid expansion observed since 
1968 (see tables 17 and 18). 

The expansion of manufacturing, which is 
estimated to be 11.3 per cent (slightly more than 
in 1970), was mainly due, as in previous years, 
to the dynamism of the motor industry, which 
increased its production by 17.6 per cent, 
sweeping along the associated metal-transform- 
ing sectors in its wake. Similarly, the demand 
stemming from public investment programmes 
in energy, transport and communications 
continued to influence the evolution of the 
metal-transforming, electrical equipment and 
communications equipment industries. The 
textile industry, which had virtually stagnated 
in 1969 and 1970, showed a high growth rate 
in 1971. The chemical and rubber industries 
also flourished, but the production of food- 
stuffs, beverages and tobacco increased at a 
much lower rate than in 1970 and the growth 
rate of the construction sector dropped by 
nearly one half, although it remained relatively 
high (8.4 per cent). 

Agriculture grew by 11.4 per cent: there were 
large increases compared with the previous year 
in coffee production (around 120 per cent), soya 
beans, cotton and wheat, but a drop in the 
production of onions, rice and pineapples. 

Exports of goods did not increase as 
dynamically as in previous years; preliminary 
estimates show an increase in value of 5.9 per 
cent. Imports, on the other hand, increased by 
28 per cent, i.e., more than in 1970. atic net 
inflow of non-compensatory capital again 
seems to have been very considerable (of the 
order of $2,000 million), more than covering 
the deficit on current transactions ($1,371 


Table 17. Brazil: total supply and demand 


Annual growth rates 


(percentages) p 
1965. 1970 ., 19s | 


z 
& 


Millions of new cruzeiros 
at 1960 prices 


Structure (percentages) 


1970 197 1- 1965 O70 Me 197 Lis 


1965 1970 

Total suppl ¥3,5772 5,262.0) ~5,8902 104.1 106.6 107.2 8.0 9.8 11go= 

HRs ee Dis. product . 3,434.7 4,936.3 5,494.1 100.0 100.0 100.0 7.5 9.5 11.3 

Imports? . spl 42.5 325.7 396.1 4.1 6.6 1 18.0 14.6 21.6 ’ 

Total demand SDT TL el s2020) pe S,890 2 104.1 106.6 107.2 8.0 9.8 119 @ 
Exports? . 4 . ae 96:0) 311.0 345.9 oHi/ 6.3 6.3 9.7 6.7 1h.2 
Gross domestic investment. 621.5 892.2 1,061.7 18.1 18.1 19.3 ee 10.4 18.9 
Gross fixed investment . 488.4 912.2 1,041.7 14.2 18.5 19.0 ines ee 14.2 

Public 146.7 Pir aie op ae 

Private 4a os ae F mae set ace ud Be 
Total consumption . 2,759.7 4,058.8 4,482.6 80.3 82.2 81.6 8.0 9.9 10.4 
General government . 394.3 579.7 623.2 11S hay 11.3 8.0 10.7 Tes 
Private . 2,365.4 3,479.1 3,859.4 68.8 70.5 70.3 8.0 9.8 10.9 


a “| 

Source: 1965-1969; ECLA, on the basis of figures supplied by _ Getulio Vargas, the Banco Central do Brazil and the Fundacao IBGE. 
the National Accounts Centre of the Fundagao Getulio Vargas; * Provisional figures. : ; 
1970-1971; ECLA estimates based on data supplied by the Fundagao > Goods and services, excluding factor payments. 


Table 18. Brazil: gross domestic product at factor cost, by sector of economic activity 


Millions of new cruzeiros Annual growth rates 


Structure (percentages) 


at 1960 prices (percentages) 
- 1965- al 
1965 1970 1971? 1965 1970 1971 1970 1970 197F 
Agriculture 695.8 807.8 899.9 23.4 19.1 19.1 3.2 5.6 11.4 
Mining . 19.8 32.8 36.5 0.7 0.8 0.8 10.6 12.8 11.29% 
Manufacturing Ga21) 069: Simei 1 90:7 22.0 2.3 253 10.3 11.0 11.3 
Construction . : 2 29:2 48.6 5207 1.0 122 fst 10.4 14.9 8.4 
Subtotal goods. : 539737 BI959:0N 2179.8 47.1 46.4 46.3 7.0 8.8 11.3% 
Electricity, gas and water . 69.0 108.1 123.3 23 25 2.6 9.4 10.0 11.4 
Transport and communications. 209.7 336.6 364.9 Tel 8.0 7.8 29 15.0 8.4 
Subtotal basic services . 278.7 444.7 488.2 9.4 10.5 10.4 9.8 13.8 9.7% 
Commerce and finance 591.3 870.1 981.5 19.9 20.6 20.8 8.0 9.1 12.8 
Government . : 228.9 328.9 gil 7.8 7.5 9.5 
Ownership of dwellings 94.5 19 | 1,057.0 3.2 3a 22.9 7.6 sc Whe 
Miscellaneous services Sg 5) Kaye 484.9 12.7 1 ey De 935. 
Subtotal other services . 290.2 LOIS S e038.) 43.5 43.1 43.3 Tall 15) 12.0 
Total gross domestic product 2,969.6 4,267.9 4,750.2 100.0 100.0 ‘100.0 te) 95) 11.3 


Source: 1965-1970: ECLA, on the basis of official figures supplied Note: Because the individual activities and the total were cal-_ 


by the National Accounts Centre of the Fundacao Getulio Vargas; 
1971, ECLA estimates based on preliminary data from the same 
source. 


million) and once again creating a balance-of- 
payments surplus of more than $600 million. 

Loans from commercial banks to the private 
sector increased by more than 34 per cent in the 
first nine months of 1971 compared with the 
same period in 1970, while finance company 
credit increased by 73 per cent in this period. 
There was a rise of 19.5 per cent in the general 
price index. 


culated independently, the sum of the former does not correspond 
exactly with the latter. 
* Provisional figures. 


Salary readjustments were practically on a} 
par with the rise in the cost of living: readjust- 
ments of the minimum wage were around 20 } 
per cent, compared with a rise in the cost of | 
living in Guanabara during the year of around 
18 per cent and a rise in the cost of living of 
workers in the city of Sao Paulo up to October 
1971, according to some estimates, of 20.1 per 
cent. Thus generally speaking, wages do not | 
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Figure V. Brazil, 1965-1971 
Natural scale 
(a) GROWTH OF THE GROSS DOMESTIC 
PRODUCT AND INVESTMENT 


MM Gross domestic product 
ZA. Gross domestic investment 
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m to have kept pace with considerable 
crease in the gross domestic product referred 
above. 


2. Major sectors of activity 


) Agriculture 
The increase of 11.4 per cent in the agri- 
Itural product is due to an increase of 14.8 
r cent in the product of the crop-farming 
tor and 4.3 per cent in that of the livestock 
ctor (see table 19). 
Generally speaking, 1971 was a good year for 
iculture, with big rises in the production of 
ffee, soya beans, cotton and wheat. Of the 
nsumer staples among agricultural products, 
e production of rice and onions fell con- 
derably, while that of maize and potatoes grew 
only a relatively small amount. Only the 
Btuction of beans showed a high growth rate. 
mong export crops, coffee showed the biggest 
pansion, but increases were also recorded in 
stton and cocoa production. As regards 
roducts for domestic consumption, the most 


lt 


Table 19. Brazil: agricultural production 
re ee et oe eee 


Percentage 
Product movement 

in 1971 

Total . : 11.4 
(excluding coffee) (5.3) 
Agriculture . 14.8 
(excluding coffee) (5.7) 
Pineapples —8.5 
Cotton : : , : LAO) 
Groundnuts . : : : ‘ ; 3.7 
Rice : : 3 : ; . —19.7 
Potatoes ; : ‘ é : : 4.2 
Cocoa . : 2 : 3 , : 7.0 
Coffee . 120.6 
Sugar cane 3 0.0 
Onions : ; : P . —13.4 
Beans . ‘ 3 3 ‘ : F 6.9 
Maize . : 5 , ——- ; 1.0 
Soya . 47.0 
Wheat . ‘ . : : Se Able) 
Stock raising and animal products . : ; 4.3 


Source: Provisional data from the Ministry of Agriculture. 


noticeable increases were in wheat and soya 
beans, due to an increase in the area sown and 
the improvement of yields. The policy of wheat 
import substitution is giving good results, and 
in 1971 domestic production supplied nearly 
two-thirds of domestic requirements. 

Preliminary estimates of crop-farming pro- 
duction, based on 13 commodities, show an 
increase of 14.8 per cent for 1971, due largely to 
the big increase in the coffee harvest. If coffee is 
excluded, the growth of the crop-farming 
product drops to 5.7 per cent. It should, how- 
ever, be remembered that the big relative 
increase in coffee production is due rather to the 
small harvest of the previous year—one of the 
lowest in the last 10 years—than to unusually 
high production in 1971 (see table 20). 

The expansion of livestock production, which 
was achieved through the use of new grazing 
lands in the northern and west central regions, 
made it possible to increase meat exports, which 
totalled around $79 million for the period 
January—September 1971. 


(b) Industry 

In the first ten months of 1971, estimated 
growth compared with the same period in 1970 
was 11.2 per cent. As during the past four years, 
the transport equipment, chemical and metal- 
transforming industries were the main factors 
in the growth of the manufacturing sector in 
1971, but this time the textile and clothing 
industries and the rubber industry also helped 
to boost over-all industrial growth (see table 21). 


Table 20. Brazil: estimated coffee production 
(Millions of bags) 
SS aa 


States 
Total 
Parana S. Paulo  M.Gerais Esp. Santo Others 
1960-1961 12.4 ail Pail 1.6 0.9 Dies 
1961-1962 21.4 11.3 4.0 ie) 1.0 39.6 
1962-1963 ; ls. 0 5.2 2S) 2.4 0.8 28.9 
1963-1964 : : 9.5 10.1 1.6 rs 0.7 23.2 
1964-1965 : : 3.6 1.8 ie 1a 0.6 8.3 
1965-1966 : . 20.4 11.2 2.9 1e 0.6 37.0 
1966-1967 : : le 6.2 2.8 1.6 0.5 18.8 
1967-1968 ; IRS, 8.5 2.0 0.7 0.4 24.7 
1968-1969 : : 8.3 4.6 19 1.6 0.6 17.0 
1969-1970 : a 123 6.1 13 0.5 0.4 20.6 
1970-1971 : : 1.6 4.4 3.0 1.6 0.4 11.0 
1971-1972 : a fae 238 


Source: Department of Economic Studies of the Instituto Brasileiro de Café (Brazilian Coffee Institute). 


Table 22. Brazil: output of motor vehicle industry 


Table 21: Brazil: increases in industrial production in 1971° (Units) x 
Growth Movement, 
(percentages) he — percentage 
Total : : : ‘ 2 Trucks and buses. 42,446 43,258 
Non-metallic minerals : : : 4 39 Light commercial pas- 
Production of metals and mechanical, electri- senger and _ goods 
cal and communications equipment . 14.9 vehicles . 123,681 130,566 . 
Transport equipment : ; , 17.6 Passenger cars 249,920 342,214 36.9 
Paper and paperboard : : : ‘ 6.7 Total : 416,047 516,038 24.0 
Rubber : ; ; : : 15.1 Wheeled tractors: 
Chemicals, perfumery, soaps and candles and Light* 349 307 —12.0 
plastics : : : ; : 13.4 Medium’. 4,245 6,521 53.9 
Textiles and clothing. é : : : 14.0 Heavy* : 8,686 esi /il 53.9 
Food products, beverages and tobacco : 7 Tracklaying tractors* 129 572 343.4 
Total 16,523 25,428 53.9 


Source: Instituto Brasileiro de Estadistica (IBE). 
* January to October, compared with the corresponding period 
in 1970. 


In the motor-vehicle industry the trend of the 
last few years towards an increase in the share 
of private cars in total production figures at the 
expense of commercial goods and passenger 
vehicles was further strengthened, the extra- 
ordinary increase (45.7 per cent) in the output 
of heavy trucks being insufficient to counter- 
balance the low output of buses and the reduced 
production of medium trucks, with the result 
that the average growth in production of trucks 
and buses was barely 1.9 per cent (see table 22). 

The metals industry maintained a rate of 
increase of around 12 per cent in the production 
of cast iron and steel ingots, while in the 
mechanical engineering industry there was a 
considerable expansion (53.9 per cent) in the 
production of tractors, especially medium and 
heavy models, and diesel engines (28.5 per cent), 
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Source: Ministry of Industry and Trade of Brazil. 
* January to November. 


but a drop in the production of lathes (—2.8 per 
cent), presses (—2.4 per cent) and light tractors 
(—12 per cent). 

In the electrical equipment and communi- 
cations equipment industries, the largest in- 
creases were in the production of refrigerators}; 
for domestic use (30 per cent), electric motors 
(17 per cent), television sets (17.4 per cent) and 
radio receivers (17 per cent). | 

The output of petroleum products increased | 
by about 5 per cent in 1971, a particularly large 
increase (about 10 per cent) being observed in 
the production of gasoline. The refineries made 
increased use of imported petroleum, the share 
of which in the total amount of petroleum 
refined rose from 67 per cent in 1970 to 70 per! 
cent in 1971 (see table 23). 

The expansion of the textile and clothing 


ble 23. Brazil: production of petroleum and petroleum 
products 
(Thousands of cubic metres) 
(January to September) 


eee eee 


1970 1971 Variation, 

percentage 
tal petroleum refined. 21,834 22,919 5.0 
Domestic 7,148 6,785 —5.1 
Imported 14,686 16,134 9.9 

Motor spirit (gaso- 

line)* 8,383 9,198 9.7 
Diesel oil?* 6,006 6,437 fe) 
Gas oil* . 8,172 8,393 | 
Liquefied gas 928 992 6.9 


SOURCE: Ministry of Mines and Energy. 
' January to November. 


dustries was due mainly to the increase of 
3 per cent in the production of synthetic 
brics and 13 per cent in woollen fabrics, since 
production of cotton fabrics dropped by 
8 per cent and that of men’s footwear by 12.5 
acent. 

Among the industries which grew to a lesser 
‘tent are the non-metallic minerals industry 
id the foodstuffs, beverages and tobacco 
dustries (see table 21). In the latter there were 
g drops in meat processing (— 10.1 per cent) 
id the production of cottonseed oil (—28 per 
nt) and groundnuts (— 16 per cent), but sharp 
ses in the production of soya bean oil (39.7 
sr cent) and margarine (20.4 per cent). 


) Construction 7 
Cement production increased by 8.9 per cent 
er the 1970 figures, i.e., at approximately the 
me rate as the construction industry itself. 
is growth rate was, however, almost 50 per 
nt lower than the 1970 rate because of 
oblems of financing private construction and 
tendency on the part of consumers to prefer 
use credit for buying private cars and 
mestic appliances rather than dwellings. 
e public works programmes continued in 
71-and were completed as scheduled. 


) Services 

The basic services sectors maintained a high 
owth rate (9.7 per cent), thanks to the magni- 
de and steady flow of public investment in the 
rastructure, especially the construction of 
ge hydroelectric stations and the expansion 
the road system. The other services sectors 
hieved growth rates similar to that in the 
ods production sector (11.3 per cent), except 
the Government sector, where according to 
omplete information the rate of expansion 
s lower. Financial services, in contrast, grew 


at an above-average rate on account of the 
broadening of the activities of the finance 
companies and the rapid expansion and 
diversification of credit to enterprises and 
private persons. 


3. Consumption and investment 


Total consumption reached its highest growth 
rate in 10 years (10.4 per cent), the respective 
increases in private and general government 
consumption being 10.9 and 7.5 per cent (see 
table 17). The trends towards growth in private 
consumption and changes in its structure con- 
tinued. Thus, for example, the growth in sales 
of domestic electrical appliances increased 
from 15 to 35 per cent, and there was a notable 
increase in sales of air conditioners (81.9 per 
cent). Automobile production rose by 36.9 per 
cent and output of synthetic fibre textiles 
increased by 28 per cent, but production of 
cotton textiles and footwear declined and that 
of foodstuffs, beverages and tobacco increased 
only slowly. 

There was a slackening in the growth rate of 
gross fixed investment from 17.2 per cent in 
1970 to 14.2 per cent in 1971. Although no 
breakdown of the data on public and private 
investment is yet available, it is known that 
basic infrastructural projects were carried out 
which involved public investment, at 1969 
prices, of 4,050 million cruzeiros on transport 
(55 per cent of this for road construction), 2,960 
million on energy, 570 million on communica- 
tions and 1,470 million on the petroleum 
industry.” 


4. Prices and wages 

The cost of living index in Guanabara rose by 
18.1 per cent in 1971—slightly less than the 
1970 increase. Foodstuffs, assistance, health and 
hygiene, and personal services showed the 
highest increases. Foodstuffs also rose most in 
the wholesale price index (around 30 per cent), 
in contrast to non-edible raw materials, which 
increased by 12 per cent. In the city of Sado 
Paulo, according to International Monetary 
Fund statistics, the average annual rise was 21.1 
per cent in 1971. 

Minimum salaries were readjusted as from | 
May by around 20 per cent. 


5. Public finance 
In 1971, considerable liquidity was main- 
tained throughout the system, with a marked 
expansion of credit to the private sector. The 
public deficit was one of the lowest in recent 


5 See IBRD, Current Economic Position and Prospects of 
Brazil, vol. Ul, annex I, table 10, 1971. 
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years and was covered without recourse to new 
issues of money. 

At the end of October 1971, the Central 
Government’s financial balance showed a 
surplus which was a good deal higher than that 
recorded at the same date in 1970. It is estimated 
that even if the increased drain on financial 
resources observed in the last months of 1970 
were repeated, the final deficit would be less 
than that recorded in 1970. The increased drain 
observed at the end of each year is due to the 
extension of tax payment deadlines and the 
settlement of unpaid Government debts. This 
is an established practice designed to stimulate 
economic activity in the last quarter of the year. 
Preliminary estimates of Government revenue 
indicate an increase of around 32 per cent at 
current values (slightly over 9 per cent in real 
terms). This increase is mainly due to a dis- 
proportionate increase in income tax receipts 
and other revenue not specified (see table 24). 

Credit granted by banks to the private 
sector rose by more than 34 per cent, while 
credit from extra-banking institutions rose even 
more (31 per cent for investment banks and 73 
per cent for finance companies). The expansion 
of extra-banking financial activity, resulting 
from the continual introduction of new in- 
centive mechanisms, made possible a continuing 


Table 24. Brazil: central government income and expenditure 
(Millions of new cruzeiros) 
(January to October) 


Current values 


increase in non-monetary assets in the hands of | 
the public and led to strong speculation on the } 
stock exchange. As in the previous three years, 
the stock exchanges of Rio de Janeiro and Sao 
Paulo recorded a very high total volume o 
transactions, amounting in 1971 to 24,56 
million cruzeiros (around $4,400 million). Thi 
vast movement of funds absorbed a larg 
quantity of financial resources, and it would 
seem that it was a factor in the low rate of con- 
struction of private dwellings, since part of 
the resources normally destined for the con- 
struction or acquisition of dwellings was given | 
over to speculation on the stock exchange, 
where stock prices, even after deflation by the | 
wholesale price index, nearly trebled between 
1970 and 1971 (see tables 25 and 26). 


6 The external sector 


Since 1968, Brazil’s balance of payments has § 
been registering a sharp increase in transactions } 
of goods and services and capital transactions. || 
For the third year running there was a large § 
surplus (over $600 million), so that by the end 1 
of 1971 total international reserves had gone up } 
to more than $1,700 million (see table 27). This ‘ 
development was facilitated by the adoption of i 
exchange, taxation and sales promotion policies 


and measures which promoted exports, particu- 


Constant values 
(at January 1970 prices) Movement, 


Heading 
percentage 
1970 197] 1970 1971 
Total income . 15,159.2 20,064.3 13,780.9 15,056.5 O33. 
Taxation 5 13,906.3 18,337.8 12,650.9 13,761.6 8.8 
Industrial products 6,518.1 8,494.2 5,925.8 6,368.9 7.5 
Income 3,737.4 5,031.6 3,403.9 3,779.2 11.0 
Imports 1,088.5 1,419.8 9922 1,069.0 Fe 
Electric power S51 445.1 317.0 3312 4.5 
Minerals : : : 48.2 79.3 41.3 60.2 45.8 
Flat rate tax on fuels and 
lubricants 2,163.0 2,867.8 1,970.7 2 53el 9.3 
Other income 1252.9 1,726.5 1,130.0 1,278.8 2 
Total expenditure 15,109.9 19,689.2 13,743.7 14,779.4 7h) 
Surplus : : 49.3 375.1 372 277.1 
Utilization of surplu : —49.3 — 375.1 — 37.2 —277.1 
Liabilities with official banking 
system . : » —1,719.8 —3241.2 —1,297.7 —1,962.4 Syl? 
(a) Central Bank , . —1,436:7 —2,2753 —1,084.1 —1,377.6 Piel 
(6) Bank of Brazil (deposits) —283.1 —965.9 — 213.6 — 584.8 173.8 
Liabilities with private sector 1,670.5 2,866.1 1,260.5 lie esys' 37.7 
(a) Sale of bonds and securi- 
tlesme é : 1,512.0 2,745.6 1,140.9 1,662.4 45.7 
(5) Taxpayers’ deposits 158.5 120.5 119.6 i229 =e) 


Source: Central Bank 
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Table 25. Brazil: stock market transactions 


(Millions of new cruzeiros) 


1971 


Table 26. Brazil: share prices index on the Rio de Janeiro stock 
market 
(Base year 1965 = 100) 
er ee ee 


Stock 
ock exchanges 1970 eke it4 to Period Current Values after 
ember) values deflation* 
: 4,513 24,558 1967 116.4 

Rio de Janeiro 2,943 13,081 1968 204.7 86.2 
Sao Paulo. 1,570 10,477 1969 676.3 230.7 
$$$ 1070 —Si, ¢ d : 1,126.4 330.7 
1971 (January—October) . 3,847.9 932.0 


Source: Department of Statistics of the Rio de Janeiro Stock 
Market. 


* After deflation by the general wholesale price index. 


Table 27. Brazil: balance of payments 


(Millions of dollars) 
1960 1965 1969 1970 1971? 
Current account 
Exports of goods and services . 1,459 1,747 2,579 3,061 3,297 
Goods f.o.b. 1,270 1,596 2,311 2,739 2,900 
Services : : P 189 151 268 322 397 
Imports of goods and services . — 1,786 — 1,280 — 2,602 — 3,270 — 4,186 
Goods f.o.b. — 1,293 —941 —1,993 —2,507  —3,225 
Services : : : — 493 — 339 — 609 — 763 —961 
Net external investment income —194 — 258 — 344 — 425 — 486 
Net private transfer payments . —13 39 14 0 4 
Balance on current account — 534 248 —353 — 634 — 1,371 
Capital account 
Net external financing (a+b+c+ 
d+e) : : : d : 534 — 248 353 634 13H 
(a) Net non-compensatory exter- 
nal financing 233 135 1,034 1,299 } 
Direct investment ; 138 154 207 174 
Long and medium-term loans. 351 266 904 901 
Amortization payments — 370 —274 — 425 — 499 
Short-term liabilities 97 —47 331 713 ( 1,959 
Official transfer payments NG) 36 17 10 
(6) Non-compensatory domestic 
capital and assets. ‘ — 38 —8 —14 —35 
(c) Errors and omissions 10 —31 —20 — 54) 
(d) Allocation of S.D.R.s . = =f = 59 47 
(e) Net compensatory movements 
(— increase) : ‘ 329 — 344 — 647 — 635 — 636 
Balance-of-payments loans, 
trade arrears, deferred pay- 
ments, IMF position, and 
other liabilities of the mone- 
tary authorities 403 454 63 206 100 
Amortization payments — 50 —576 — 188 
Gold and foreign exchange 
(— increase) —24 — 222 — $22 = ue = on 


S.D.R.s 


Source: International Monetary Fund, Balance of Payments Yearbook, vols. 17, 22 and 23. 


* Estimates. 
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larly of non-traditional products and manu- 
factures, and stimulated the inflow of capital, 
thus providing the foreign exchange needed to 
cover the greater demand for imports in con- 
nexion with the country’s growing domestic 
development and strengthening the net external 
situation of the monetary authorities. 

Simultaneously, there was a sharp increase 1n 
the balance of payments current account deficit, 
which practically quadrupled between 1969 and 
1971. In 1971, the imbalance came to some 
$1,370 million, which was, however, more than 
covered by a net inflow of non-compensatory 
capital of around $2,000 million. The relative 
magnitude of this inflow can be better appreci- 
ated if it is compared with the inflows recorded 
in the first years of the 1960s, which were only 
one tenth its size. 

In 1971, exports of goods and _ services 
increased by around 8 per cent, as against an 
average of nearly 20 per cent for the previous 
three years. Imports, in contrast, increased by 
28 per cent (in 1970 they had grown by 25 per 
cent), thus widening the 1969 external trade gap 
of only about $20 million to about $890 million 
in 1971. 

The drop in world prices of coffee meant that 
although coffee exports were higher, earnings 
from them were lower. The changing structure 
of Brazilian exports was shown, however, by the 
fact that these lower exports of coffee were 
compensated for by a further increase in 
exports of non-traditional and manufactured 
products. Even so, the most noteworthy aspect 
of the evolution of Brazil’s balance of trade is 
the rapid rate (more than twice that of the 
growth of the gross domestic product) with 
which imports of goods and services have 
grown. This has resulted in a rise in the import 
coefficient from 4.1 per cent in 1965 to 7.2 per 
cent in 1971. 


COLOMBIA 
1. Recent economic trends 

The Colombian economy has followed a pat- 
tern of sustained growth in recent years, the 
growth rate in 1970 being 6.8 per cent. In 1971, 
however, the fall in world coffee prices and the 
sluggish growth of agricultural production were 
factors in the decline of the growth rate of the 
gross domestic product to around 5.5 per cent 
(see table 28). 

During 1971, storms and floods caused large- 
scale losses in agriculture, particularly in the 
production of foodstuffs, and damaged com- 
munications facilities, with the result that 
agriculture recorded only a slight increase and 
the transport sector grew less than in previous 
years. Manufacturing and construction, how- 


Figure VI. Colombia, 1965-1971 
Natural scale 


(a) GROWTH OF THE GROSS DOMESTIC 
PRODUCT AND INVESTMENT 
SMM Gross domestic product 


ZA_ Gross domestic investment 
Annual growth rates 


bUL | 
a eemiaes 66- 67 68 69 70 7I } 
(b) EXTERNAL SECTOR TRENDS 
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ever, maintained their customary dynamism, as 
did the electric power sector. Services main- 
tained their growth rate of around 6 per cent. 

The evolution of the Colombian economy is 
closely bound up with the country’s export 
performance, particularly as regards coffee 
exports. Coffee prices were remarkably high in 
1970 and total exports of goods went up 17 per 
cent, representing an increase of $116 million in 
income from this item. In 1971, however, coffee 
prices fell by an average of about 13 per cent, 
and consequently, although the prices of other 
exports improved and the volume of coffee 
exports was maintained at the level of the 
previous year, the value of total exports fell by 
around 9 per cent. At the same time, imports of 
goods declined by slightly more than 5 per cent, 
owing to a sharp reduction in external purchas- 
ing power Owing to the deterioration in the 
terms of trade. 

In addition to the adverse trade situation in 
1971, the net outflow of profits and interest 
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payments increased, causing the deficit on the 
current account to go up to $330 million, 
whereas inflows of non-compensatory capital 
remained at the previous year’s level. In con- 
sequence, despite the allocation of SDRs, there 
was a balance of payments deficit of around $12 
million, which was financed from the country’s 
international reserves, from stand-by loans 
from the International Monetary Fund, and by 
increasing other foreign liabilities. 

Domestic demand went up by 4.5 per cent in 
1971 as against 8.7 per cent in 1970, with fixed 
investment increasing by 2 per cent. Capital 
expenditure on machinery and equipment, 
which declined sharply, was particularly 
affected by this, but the flow of capital into the 
construction industry continued to rise rapidly 
(see table 29). 

The increase in consumption was also less 
than in 1970, mainly owing to the smaller in- 
crease in private consumption, since general 
government consumption continued to expand 
at a substantial rate. 

Up to November 1971, general government 
expenditure had gone up by about 22 per cent 
at current prices, while government investment 
had risen by 9.4 per cent. However, there was 
also a large increase in current income, which 
reduced the deficit to less than 400 million pesos, 
excluding debt service payments. 

The decline in the growth rate of agricultural 
production and the increase in transport costs 
gave rise to a substantial increase in food prices, 
at the consumer rather than the producer level, 
and the annual average consumer price index 
for workers rose by 11.8 per cent in 1971, 
compared with 6.7 per cent in 1970. 


2. Major sectors of activity 

The performance of production as a whole is 
strongly influenced by agriculture, which 
accounts for 30 per cent of the gross domestic 
product and employs 40 per cent of the labour 
force. During the five-year period 1965-1970, 
the agricultural product grew at an annual rate 
of 4.8 per cent, but this trend was not kept up 
in 1971. The storms and floods which affected 
the country during a long, hard winter caused 
substantial losses in agriculture, reflected in the 
scanty increase estimated at 2.4 per cent for the 
agricultural sector. 

The partial data available for 1971 show very 
uneven behaviour for the main agricultural 
products. While production of maize and rice 
increased by about 10 per cent and 2.5 per cent 
respectively, 385,000 tons of wheat (20 per cent 
more than in 1970) had to be imported to 
compensate for the drop of 10 per cent in wheat 
production. There were also appreciable drops 
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in the production of potatoes and beans. The 
production of yucca, however, is estimated to’ 
have increased by 4.5 per cent, while barley 
production rose by over 20 per cent. 

Data for the first half of the year indicated a | 
considerable contraction in the area planted || 
with cotton (around 18 per cent less than in } 
1970), and it is estimated that this would mean | 
a- drop in production of around 10 per cent, or | 
even more if there were no improvement in 
yield. In the case of coffee, there was an esti- 
mated drop in production of nearly 9 per cent, 
due to too much rain. 

The output of pure cane sugar from the 1969— = 
1970 harvest was about 2 per cent down on the | 
previous year, owing to the fact that part of the | 
harvest was used to produce panela (coarse | 
brown sugar) because of a rise in the price of | 
this product. 


Livestock production is estimated to have 
increased by some 4 per cent, for while the rainy | 
winter caused the flooding of some pastures it | 
also led to excellent grazing for the animals. — 
Data for the first half of 1971 indicate an | 
estimated 11.7 per cent increase in the product | 
from cattle-raising. ' 

The monetary authorities mobilized sub- 
stantial resources for agriculture in order to | 
compensate for the losses caused by the bad — 
weather. In April, the Monetary Board set up 
an agricultural emergency fund of 230 million — 
pesos for the extension of liabilities and the 
granting of new credits, and in November — 
allocations to the coffee sector were increased. 
In addition, in the first half of the year the 
Agricultural Finance Fund (Fondo Financiero— 
Agrario) approved credits for 479 million pesos 
and earmarked a further 436 million pesos for 
credits in the second half of the year. q 

The growth rate of mining dropped to 2.5 
per cent, owing to the very small rise in 
petroleum production and the poor results 
recorded in iron ore mining (— 16 per cent in 
the first half of the year) and in gold and silver 
production, which up to November had drop- 
ped by 7 per cent and 13 per cent respectively. 
Petroleum production was affected by the 
official decision to cut down on production 
from the Orito oilfield which in 1970 accounted 
for 25 per cent of total production, so as to 
prevent its reserves from possible exhaustion. 
At the end of 1970, the reserves of crude were 
estimated at around 900 million barrels, which 
would last about ten years at the present rate of 
production, but in January 1972 very promising 
deposits of petroleum were discovered in the 
region of the Llanos Orientales which could 
enable production to be increased enormously 
during the next few years. 
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Manufacturing maintained in 1971 the 
dynamism it has shown since 1968. Its growth 
rate for 1971 is estimated at 8 per cent—the 
same as the year before. 

The drop in imports apparently did not affect 
to any great extent foreign supplies of raw 
materials and intermediate inputs for industry. 
According to partial data available for some 
branches of industry, outstanding growth was 
achieved by the motor vehicle industry, which 
up to August had increased the number of units 
produced by 24 per cent. The output of 
petroleum products and sugar also went up, 
but cement production and the production of 
steel ingots were not much different from the 
high levels of 1970. 

The expansion in construction had pro- 
visionally been estimated at 10 per cent, which 
would have meant that it had maintained its 
characteristic rapid rate of growth, but data on 
construction activity in 18 cities indicate that, 
in terms of square metres built, it may well have 
increased by scarcely 1.5 per cent. 

Among the basic services, the production of 
electric power continued to increase rapidly 
because of new installed capacity. In 1971, 395 
MW of new capacity came into operation, the 
most notable addition being the 280 W hydro- 
electric station at Guatape. 

Land communications facilities suffered the 
effects of the hard winter, and the volume 
transported was also affected by the low 
agricultural production and the drop in exter- 
nal trade, so that the growth of the value 
added by the sector dropped from 10 per cent 
in 1970 to 6.3 per cent in 1971. In the first half 
of the year, the transport of agricultural pro- 
ducts by rail dropped by 30 per cent, and up to 
July total rail freight had dropped by 7.5 per 
cent, while passenger traffic fell by 8.5 per cent. 


Table 30. Colombia: exports of main commodities 
(Millions of dollars) 


3. The external sector 


The evolution of the Colombian economy a 
a whole is closely bound up with the country’s 
export results, particularly for coffee, whi 
accounts for 60 per cent of exports, and son 
other relatively important commodities (petro-| 
leum, cotton, bananas and textiles). _ 

In 1970, the value of exports was $116 million) 
more than in 1969 (an increase of 17 per cent 
virtually all of this being due to increase 
coffee sales as a result of the extraordinary ri 
in world coffee prices, which increased aroun 
25 per cent compared with the average price} 
in 1969 (see table 30). . 

In 1971, the value of total exports of goods 
fell by around 9 per cent. This was due to the} 
drop in prices, for there was no significant} 
change in the actual volume of exports. _ 

Coffee prices have been following a down- 
ward trend since the beginning of 1970. It was} 
only late in 1971 that there was some improve- } 
ment, the effects of which are likely to beg 
reflected at the beginning of 1972. It is esti-} 
mated that during 1971 coffee prices fell by | 
13 per cent on average compared with the yea: tl 
before. A similar drop is estimated to have } 
taken place in coffee sales, since there was no ) 
significant change in the volume exported, 
despite the drop in production. 

The reduced receipts from coffee exports } 
were partly compensated by the substantial 
increases in sales of cotton, bananas, sugar 
and tobacco, but petroleum exports dropped | 
to some extent and exports of “‘other products” | 
decreased even more (“‘other products” covers a | 
large number of goods such as textiles and 
ready-made garments, timber, beef and other 
meat, metal and mechanical manufactures, | 
pharmaceutical products, etc., the value of / 
which had doubled between 1967 and 1970 and 


1967 1968 1969 1970 1971 
Coffee 322.4 351.4 343.9 458.8 400 
Bananas . 25.0 24.7 19.7 18.1 24 
Tobacco . 4.4 4.9 is Wed 15 
Sugar ics} 14.9 14.7 14.0 16 
Cotton : ‘ : : 15.4 25.7 32.6 34.3 40 
Petroleum and petroleum products 74.6 49.7 72.4 74.6 IP 
Total exports” . 509.9 558.3 607.5 731.6 665 


Source: ECLA, on the basis of direct information from the Departamento Administrativo Nacional 
Estadistica (DANE) and the DANE Boletin Mensual de Estadistica. gee 


“ ECLA estimates, except for coffee and petroleum and petroleum products, for which the figures are based 


on provisional information supplied by DANE. 


» These figures do not correspond to those appearing in the balance of payments (table 32) because of the 


adjustments normally made in the latter. 
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counted for 17 per cent of total exports in the 
tter year). 

Imports of goods are estimated to have 
‘opped by slightly more than 5 per cent in 
ue and by about 10 per cent in volume, on 
count of a reduction of 12 per cent in the 
irchasing power of exports, due, as already 
served, to the deterioration of the country’s 
rms of trade. 

The decrease in exports added to Colombia’s 
ade imbalance, which, together with an 
creased net outflow of profits and interest 
1yments, raised the current account deficit 
. $331 million. Since the net inflow of non- 
ympensatory capital remained at the 1970 
vel, there was a balance-of-payments deficit 
‘around $12 million, despite the allocation 
* $16.8 million of Special Drawing Rights. 


This deficit was financed from the country’s 
international - reserves, from stand-by loans 
from the International Monetary Fund, and by 
increasing other foreign liabilities (see table 


4. The fiscal situation 


Up to November, the current income of the 
Government was 2,400 million pesos higher 
than for the same period in 1970 (an increase of 
22 per cent). This increase came mainly from 
higher sales taxes, stamp taxes and inheritance 
taxes. 

Total expenditure over the same period was 
14 per cent higher than in the corresponding 
period of 1970. While current expenditure went 
up by 22 per cent, investment rose by only 
9.4 per cent and debt service payments dropped 


Table 31. Colombia: Balance of payments 


(Millions of dollars) 
1960 1965 1969 1970 1971? 
Current account 
Exports of goods and services . 589.1 709.0 877.0 1,003.0 934.0 
Goods f.o.b. 495.3 581.0 672.0 788.0 716.0 
Services : : ‘ 93.8 118.0 205.0 215.0 218.0 
Imports of goods and services . 634.4 653.0 950.0 1,118.0 1,080.0 
Goods f.o.b. 496.4 430.0 648.0 802.0 760.0 
Services : : ; 138.0 223.0 302.0 316.0 320.0 
Net external investment income — 39.6 —79.0 — 144.0 — 170.0 — 195.0 
Net private transfer payments . 0.4 4.0 7.0 9.0 10.0 
Balance on current account — 84.5 — 19.0 — 210.0 — 276.0 — 331.0 
Capital account 
Net external financing(a+b+c+d+e) 84.5 19.0 210.0 276.0 331.0 
| (a) Net external non-compensatory 
capital 30.5 12.0 319.0 366.0 
Direct investment . 3 Des) 10.0 54.0 44.0 
Long and medium-term loans . 34.9 116.0 288.0 281.0 
Amortization payments — 26.4 — 41.0 — 100.0 — 121.0 
Short-term liabilities 14.2 —81.0 42.0 125.0 301.8 
Official transfer payments a) 8.0 35.0 37.0 
(b) Domestic non-compensatory 
capital or assets . 14.1 —17.0 — 14.0 — 37.0 
(c) Errors and omissions 44 67.0 — 45.0 — 26.0 
(d) Allocation of SDRs _— - 21.0 16.8 
et compensatory movements 
oie ie —) v : ; —4.1 — 43.0 — 50.0 — 48.0 12.4 
Balance-of-payments loans, 
trade arrears, deferred pay- 
ments, IMF position and 
other liabilities of the 
monetary authorities — 26.0 45.0 _ 63.0 9.4 
Amortization payments — 60.1 1.0 — 55:0 
Movements of gold and 
foreign exchange reserves 
Rocks —). : 56.0 2.0 — 40.0 15.0 12.0 
SDRs = ad a th —9.0 
Source: IMF, Balance of Payments Yearbook, vols. 17 and 22. 


® Estimates. 
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by 16 per cent. The deficit thus decreased from 
1,820 to 1,250 million pesos at the end of 
November 1971. 

The deficit was entirely financed by external 
loans, particularly from the International 
Development Agency. 


5. Inflationary pressures 


The scanty increase in agricultural produc- 
tion and the rise in transport costs contributed 
to raising domestic prices, particularly of 
foodstuffs, during the year. ; 

The consumer price index for workers regis- 
tered a rise of 11.8 per cent in 1971 as against 
6.7 per cent the year before. Foodstuffs 
increased by 12.6 per cent. The price index 
for salaried employees rose less sharply: 
10.9 per cent for the total, and 12.6 per cent for 
foodstuffs. ~~ 

In Bogota, the consumer price index for 
workers rose by 9 per cent in 1971: although 
this was more than the 6.8 per cent recorded 
in 1970 or the 5.8 per cent in 1968, it remains 
within the reasonable limits of annual variation. 

During 1971, the monetary authorities tried 
with relative success to reduce the increase in 
the money supply so as not to stimulate infla- 
tionary pressures. Up to October 1971, the 
money supply and bank demand deposits had 
increased by 11.1 per cent compared with the 
corresponding period in 1970: a relatively small 
increase in comparison with previous years. 


CosTa RICA 
1. Recent economic trends 


In 1971 the growth rate of the gross domestic 
product slowed to 5 per cent after having 
averaged 7 per cent per year in the past three 
years. The reason for this modest increase is to 
be found in both domestic and external factors. 
Public investment soared (+23 per cent in real 
terms), despite the fact that fiscal revenue 
reflected the slowing down of foreign trade, but 
private investment increased by only 4 per cent 
(see table 32). The lack of stimulus from 
external demand discouraged certain invest- 
ment, for example in banana production, and 
the deterioration of intra-regional trade led to 
a drop in investment in the manufacturing 
sector. The tendency to encourage capital 
formation in stock-raising, tourism and housing 
construction failed to compensate for the lack 
of investment in other sectors. 

Consumption grew at a similar rate to the 
product. The ready availability of credit helped 
to maintain a high level of consumer spending, 
while general government consumption expen- 
diture also rose fairly rapidly. 

The increased demand was not, however, 


102 


Figure VII. Costa Rica, 1965-1971 
Natural scale 


(a) GROWTH OF THE GROSS DOMESTIC 
PRODUCT AND INVESTMENT 
MME Gross domestic product 
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matched to any appreciable extent by increased 
production, and it was mostly satisfied from f 
imports. With the exception of agriculture, | 
where the growth rate rose to 5 per cent follow- 
ing the poor results of the year before, the 
growth rate for the productive sectors, espec-} 
lally the services sector, was lower than before 8 
(see table 33). t 

The relative inflexibility of supply pointed 
towards the likelihood of an accentuation of | 
inflationary pressures, but the increase in pro- 1 
duction of certain agricultural commodities for i 
domestic consumption and the restrictions § 
imposed on purchases from outside the area } 
helped to reduce those pressures, with the # 
result that domestic prices rose even less than 
in 1970. 

With regard to external factors, 1971 saw a} 
decline in the buoyancy of external demand { 
compared with previous years, not only because § 
of the cyclical variations to which traditional | 
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export commodities are subject, but also 
because of the current crisis within the Central 
American Common Market which has caused 
a reduction in Costa Rica’s exports to the rest 
of the area. Exports of goods went up by a mere 
4 per cent (compared with 21 per cent in 1970), 
while imports rose by 13 per cent and combined 
with increased remittances of profits and interest 
to push the deficit on current account up to 
$120 million. Even so, this deficit would most 
likely have been greater if imports from outside 
the area had not been restricted through the 
establishment of a duel foreign exchange 
market and differential exchange surcharges. 

The establishment of foreign exchange sur- 
charges as a means of restricting demand for 
imports of non-essential goods was a temporary 
emergency measure designed to adapt the 
effects of the new credit policy to conditions 
in Costa Rica’s production system. Towards 
the end of the year a fiscal reform bill was 
presented which will no doubt replace the 
additional tariff charges, since it imposes heavy 
taxes on the consumption of non-essential 
goods. 


2. Public finances 


The expansion of public expenditure to 
counteract the effects of the stagnation of 
exports and the smaller, increase in private 
investment resulted in fairly serious financial 
disequilibrium owing to the unfavourable trend 
of current income and the smaller possiblity of 
absorbing domestic saving through the sale of 
bonds. 

By and large, ordinary government income 
suffered the consequences of the export sector’s 
loss of momentum and the effects of this on the 
rest of the economy. Moreover, fiscal revenue 
was affected by the slower growth of imports 
and the tendency to replace purchases from 
outside the area with duty-free supplies from 
the Central American Common Market. 

Tax income of the central government, which 
had increased by about 23 per cent in 1970, 
reduced its rate of growth to 4.4 per cent. Direct 
taxes performed favourably, however, and grew 
by a larger amount than usual. The relatively 
more intensive economic growth in the pre- 
vious year pushed up income tax revenue by 
approximately 19 per cent, and this more than 
offset the decline in other direct taxes, such as 
those on the banana companies’ profits, revenue 
from which fell in 1971 because the profits them- 
selves slumped and an attempt was made to 
alleviate the situation by deferring the collection 
of taxes. 

Indirect taxes, which represent about 80 per 
cent of tax revenue in the ordinary budget, rose 


by 3.7 per cent compared with a growth of 33 
per cent in 1970, and it was only the fact that 
the customs duties and charges adopted upon 
ratification of the San José Protocol were fully 
in force for the complete fiscal year, so that 
nearly 63 million colones were collected from 
this source in 1971 compared with 21.8 million 
in 1970, that prevented indirect tax revenue 
from dropping in absolute terms. The sharp 
reduction in income from taxes on coffee 
purchases by companies processing and export- 
ing this commodity, as well as the drop in 
import duties, was not offset by the increase 
in sales tax revenue (9.3 per cent). 

Preliminary estimates indicate that owing 
partly to the substantial volume of real invest- 
ment current central government expenditure 
increased by over 22 per cent as against 10.6 per - 
cent in 1970. In view of the weakening of | 
ordinary income, this resulted in a current 
account deficit of over 28 million colones, a 
reversal of the trend of the previous three years. 
Furthermore, the gap between total expendi- 
ture and ordinary income widened significantly. 
Although the external financing of the central 
government covered a substantial proportion 
of the total deficit, it was necessary to obtain 
domestic credit from the banking system (see 
table 34). 

A tax reform bill which was submitted to the 
Legislative Assembly towards the end of the 
year was approved in March 1972. The object 
of this reform is to increase tax receipts and at 
the same time prevent certain surplus expendi- 
ture from creating excessive pressures on 
external purchases. Apart from the changes 
introduced in income tax with the purpose of 
distributing the tax burden more evenly and 
improving the present standards of efficiency in 
tax collection and management, the most 
important immediate effects are expected to be 
obtained from the consolidation of selective 
taxation on final consumer goods. There will be 
a broader area of application for the various 
taxes and, in addition to the elimination of the 
foreign exchange surcharges, the Administra- 
tion will have discretionary powers to impose 
taxes of up to 50 per cent—100 per cent in 
special cases—of the taxable value of non- 
essential or luxury goods. Flexible instruments 
are envisaged for handling this type of tax— 
without exceeding the ceilings indicated above 
—so that fiscal policy can be adapted to the 
circumstances prevailing in the monetary and 
foreign exchange market. In view of the smaller 
increase in private investment and the prospect 
that export growth will be relatively sluggish 
in the immediate future, the strengthening of 
central government current income is an 
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Table 34. Costa Rica: central government accounts 
(Millions of colones ) 
a eS Oe ee 


1967 1968 1969 1970 1971° 

Current account 
Current income 540.5 636.7 719.3 882.6 909.5 
are expenditure 577.8 605.0 692.1 765.7 937.9 

aving — 37.3 Big _ 

Capital account 181.0 193.5 210 206 18 
Real investment hp? 63.5 70.3 84.6 156.5 
Financial investment 4.7 4.9 2.4 4.9 53 
Amortization payments . 71.0 81.1 89.2 94.4 93.8 
Transfer payments 34.1 44.0 48.1 36.1 66.2 
Total expenditure 758.8 798.5 902.1 986.3 125907 
Deficit ; ' 218.3 161.8 182.8 103.7 350.2 
Financing of the deficit 218.3 161.8 182.8 103.7 350.2 
External credit 33.6 6.7 18.4 65.1 143.0 
Domestic credit é a 16216 163.2 128.7 108.7 171.9 
Other domestic resources ‘ ; 22.1 —8.1 shy t/ —70.1 853 


Source: Central Bank. 
* Estimates. 


important factor in enabling public investment 
to continue providing incentives to the economy 
without disruptions in the external sector. 


| 3. Money and credit 


_ The expansionist trend of credit was intensi- 
fed during 1971. Despite the measures taken 
in mid-year to correct the external payment 
disequilibrium and the stronger incentives for 
placing money in banks in the form of time 
deposits, there was still considerable liquidity 
n the economy, partly because of the rapid 
=xpansion of banking assets. 

Since the credit policy adopted was intended 
basically to promote economic activity and 
there was an appreciable lag between its im- 
mediate impact on demand and its longer-term 
repercussions on supply, the immediate result 
was in some degree to accentuate the structural 
trends towards external disequilibrium. Thus, 
after three years (1967 to 1969) of implementing 
a policy aimed at keeping the growth rate of 
the supply of credit below that of internal 
transactions, in 1970 real demand gathered 
momentum beyond the possibilities of an 
immediate increase in production, with the 
sffects described above. 

With the high export earnings in 1970, 
however, it was possible to increase purchases 
from abroad; moreover, the increase in credit 
to the private sector was partly counterbalanced 
xy a decrease in bank support to the central 
sovernment, in line with the temporary rise in 
fiscal revenue—basically deriving from the high 
sxport prices of coffee and the new import 
Juties and charges—and the more active role 
jlayed by the tapping of external funds in 


financing the fiscal deficit. Total loans from the 
banking system to the economy grew less than 
credit to the private sector, though this did not 
prevent the excess demand from exerting pres- 
sure on the Central Bank’s foreign exchange 
reserves. 

The process of credit expansion in 1971 
operated under different conditions. The rela- 
tive contraction of the external sector once 
again brought out the Government’s financial 
vulnerability, and it was necessary to obtain 
credit from the Central Bank to help maintain 
a situation of high liquidity and stimulate 
demand for imports. 

In the first half of 1971 banking institutions 
showed an increase in internal assets over and 
above the margins fixed for 12 months; total 
credit for the whole year grew by nearly 29 per 
cent. Approximately the same rate of expansion 
was recorded for loans to the private sector, 
while net credit to the central government 
(which had fallen in 1970) rose by about 21 per 
cent, so that the rate of expansion of real 
domestic transactions considerably exceeded 
the figures for the year before, even though 
medium- and long-term external financing of 
the banking institutions did not contribute 
significantly to the increase in loans, since the 
medium- and long-term external liabilities of 
the banking system grew by barely 1.5 per cent. 

Loans to the private sector were used prim- 
arily to finance activities that were not directly 
productive. In particular, it is worth mentioning 
that there was accelerated growth of credit to 
commerce and of personal loans (which 
increased nearly two and a half times), while 
the funds assigned to production activities 
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showed lower rates of expansion. It is probable, 
however, that the expansion of loans for 
consumer purposes has been counteracted by 
a smaller volume of activity in the non-banking 
system dealing mainly with this type of opera- 
tion. Special departments established in the 
banking institutions themselves, using interest 
rates similar to those of private financial 
institutions, tapped substantial funds which 
are subject to official control. It is thus to be 
noted that in the present year savings and time 
deposits in commercial banks grew by over 
90 per cent, as a result of the above-mentioned 
measures and the existence of substantial liquid 
funds in the hands of the public. 

Among the principal changes in the credit 
control system adopted in 1971 are, first and 
foremost, the replacement of the portfolio 
ceilings—a traditional instrument of control in 
Costa Rica—by the banks’ obligation to 
maintain a specific structure in the distribution 
of loans and, secondly, the replacement of the 
machinery for granting exceptions in respect of 
loans exceeding the ceiling by the establishment 
of credit lines for economic development pro- 
grammes financed mainly with medium- and 
long-term external resources. Apart from these 
special operations, the main aim of the new 
control system is to make commercial banking 
policy more flexible, while at the same time 
preventing excessive resources from being 
channelled into low-priority activities. For this 
purpose, current bank financing operations 
have been classified in three main categories 
(preferential lines, agro-industrial activities, and 
other activities and investment in securities) 


Table 35. Costa Rica: exports of main products 


involving different possibilities concerning thes 
handling of credit for each. 


4. The external sector 


During 1971 exports of goods lacked thes 
dynamism they showed in previous years andi 
increased by only 3.9 per cent, compared withh 
21 per cent in 1970. Owing to the drop in price, 
the value of banana exports increased by barely 
3.7 per cent—considerably less than in the last 
few years—although their volume rose by overi 
7 per cent. 

Coffee sales dropped by about 20 per cent, ori 
$13.5 million below the 1970 level. This was 
due both to a fall of 12 per cent in prices and top 
the reduction in the volume sold as a resulti 
of the smaller export quota assigned to Costa) 
Rica. The growth of coffee output in 1971, | 
however, helped to increase stocks to about I 
500,000 bags (see table 35). 

Exports of fresh meat continued to increases 
rapidly during the year, thanks to the larger’ 
import quota assigned to Costa Rica by the? 
United States (16,000 tons) and the improve- 
ment in prices, which resulted in an export value? 
of some $20 million (an increase of 12 per cent).. 

Exports of cocoa continued to decline (this 
time by over 20 per cent) as a result of the drop 
in prices, a factor which has discouraged 
cultivation of this crop in recent years. 

Exports to the other Central American} 
countries stagnated, in contrast with the rapid 
growth of 28 per cent achieved in 1970. The: 
fact that regional demand contracted as a 
result of difficulties in trade between Honduras3 
and other countries in the area intensified | 


Annual growth rates (percentages) 


1967 1968 1969 1970° «197° 
1968 1969 1970 1971 
Millions of dollars 
Banatias 30.9 42.8 51.5 66.7 69.2 38.5 20.3 29.5 3.7 
Coffee 848 55.3 55.8 72.8 59.3 0.9 0.9 30.5: 8 See 
Co, | es 3.0 71 1.9 1.5 39 136.74, id. Ae 
Fresh meat . 8.6 12.0 15.1 18.0 20.2 39.5 25.8 19.2 12.2 
Millions of dollars at 1960 prices 
Bavanas 27.6 41.1 51.6 66.0 70.9 48.9 25.5 27.9 15 
Coffee . 9% 64.5 63.7 64.8 59.7 3.5 5 17 275 
Cocca HMIRs 5 2.6 4.5 1.6 is "He ee aed es 5.7 
Fresh meat . 6.1 8.6 10.0 10.3 10.9 41.0 16.3 3.0 6.2 
Index of unit value (1960 = 100) 
Batiatias it 40 104.0 99.9 101.2 97.6 ~73 Zao 13 ay: 
Cates vers) Haast 85.7 87.7 112.4 99.3 32.7 2\3 28. eee ie 
Cheney. S- Rew kSs 114.8 157.4 120.1 100.0 30.0 237: lila wei 23 Iiln ape 
Fresh meat , 139.7 138.6 151.6 174.1 185.3 -0.8 9.4 14.8 6.4 
ne ee ee 


Source: ECLA, on the basis of official data. 
* Provisional figures. 
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> Estimates. 


ompetition among the remaining countries, 
nd this led to a rapid increase in Costa Rica’s 
ade deficit with respect to the Common 
Market, which amounted for the period up to 
eptember to $21 million. To prevent the trade 
eficit from increasing further, regulating 
uotas were established for imports from the 
rea. 

Imports of goods rose by 12.8 per cent in 
971, but this was considerably lower than the 
ate of 29.8 per cent recorded in 1970. The 
reign exchange surcharges undoubtedly al- 
ered the trend of imports from outside the 
rea. 

The disparity between the rates of growth of 
xports and imports combined with increased 
emittances of profits and interest to push the 
eficit on current account up to $120 million. 
Nevertheless, the increase in official loans and 


the exceptionally large increase in short-term 
liabilities, mainly suppliers’ credits, enabled the 
balance of payments to close with a surplus of 
$9 million, as reflected in the expansion of 
about $18 million in the gold and foreign 
exchange reserves (see table 36). 


CHILE 
1. Recent economic trends 

In 1971, profound changes took place in 
development policy and in the economic process 
in Chile. 

The main structural changes were the expan- 
sion of the public and semi-public areas of the 
economy and the acceleration of agrarian 
reform. Large-scale copper mining, and iron, 
nitrate and coal mining, entered the public 
area, and the State acquired majority holdings 
in 14 private banks. Ten industrial enterprises 


Table 36. Costa Rica: balance of payments 


(Millions of dollars) 
1960 1965 1969 1970 LOTT 
Current account 
Exports of goods and services . 104.5 136.8 227-3 273 291.6 
Goods f.o.b. 87.0 Wy 7) 189.6 228.9 237.9 
Services : d L725 25c Suet 44.2 D3eH, 
Imports of goods and services . 120.9 199.6 271.0 346.1 39129 
Goods f.o.b. 98.9 160.9 221.5 287.4 324.2 
Services : 22.0 38.7 49.5 58.7 (SEI 
Net foreign investment income —3.7 —13.4 — 16.4 —20.8 — 24.0 
Net private transfer payments . 0.8 4.9 3.8 4.3 ahi 
Balance on current account —19.3 —71.3 — 56,3 = 89.5 — 120.6 
Capital account 
Net external financing (a+b+c+ 
d+e) ; ‘ ; j : 193 73 56.3 89.5 120.6 
(a) Net non-compensatory exter- 
nal capital . 10.9 56.9 73.4 74.6 
Direct investment : 2.4 0.1 24.1 26.1 
Long and medium-term loans 6.1 54.6 See 38.7 
Amortization payments —5.4 — 20.1 —22.3 —21.2 
Short-term liabilities 4.5 18.8 29.3 27.4 126.2 
Official transfer payments 3.3 3.5 4.6 3.6 
(b) Non compensatory domestic 
capital and assets. —1.7 —7.5 —8.5 —1.3 
(c) Errors and omissions A a ball 15:5 125 2.4 
(d) AllocationofSDRs_. ‘ E* a ak 4.2 3.4 
e) Net compensatory movements 
i eee » : : ti 6.4 —21.1 9.6 —9.0 
Balance-of-payments loans, 
trade arrears, deferred pay- 
ments, IMF position and 
other liabilities of the mone- 
tary authorities t 10.0 325 ED) 59 87 
Amortization payments . aE —23.7 =16:9 
Movements of gold and foreign 
hange _—reserves in- 
oe nis y : f ie —2.4 —6.7 15.7 —17.8 
SDRs , ; ; : = = Bz —0.2 0.1 


Source: IMF, Balance of Payments Yearbook, vols. 17 and 22. 


® Estimates. 
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Figure VIII. Chile, 1965-1971 
Natural scale 


(a) GROWTH OF THE GROSS DOMESTIC 
PRODUCT AND INVESTMENT 
SMM Gross domestic product 
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became public, and 12 semi-public, while a 
national distribution enterprise and a national 
poultry enterprise were set up. The State took 
over control, but not actual ownership, of 
50 industrial enterprises which were put under 
State management or requisitioned. Under the 
agrarian reform policy, a total of 1,379 estates, 
covering an area of 2.5 million hectares, were 
expropriated between November 1970 and 
December 1971. 

In the short term, these changes in the struc- 
ture of ownership were accompanied by an 
expansionist policy based on a_ substantial 
redistribution of income in favour of wage- 
earners, whose share in total income rose from 
53.7 per cent in 1970 to 58.6 per cent in 1971. 
This improvement in the position of the lower 
income groups was achieved by increasing 
real wages (which rose by 28 per cent between 
October 1970 and July 1971) and by reducing 
unemployment (which fell from 7.2 per cent in 
December 1970 to 3.9 per cent at the end of 


1971). The increase in purchasing power thus 
generated was covered on the supply side by an 
increase in the product of 8.5 per cent in real 
terms and by imports of consumer goods and 
fuels (which at current dollar prices rose by 
22 per cent). The increase in production was 
based on the use of idle capacity, for private 
investment shrank and was not counterbalanced | 
by an increase in public investment (which went 
mainly to housing and public works). Net gross 
domestic investment, in constant prices, fell by 
7.7 per cent, while total consumption rose by / 
10.8 per cent (private consumption by 11.7 per 
cent) (see table 37). Monetary issues by the 
Central Bank (for both the public sector and 
the private and banking sectors) expanded by 
173 per cent. Consumer prices, which were 
strictly controlled, rose by 22.1 per cent between 
December 1970 and December 1971 (in 1970 
the increase was 34.9 per cent). In the external 
sector, there was a deficit on current account of 
$230 million, and a $300 million deficit in the 
balance of payments. This is attributable to the 
fact that although the volume of exports rose by 
4 per cent, the value of exports of goods, in 
current dollar prices, fell by 7.4 per cent owing 
to the drop in copper prices, while imports of | 
goods, in current dollar prices, rose by 10 per | 
cent. As regards the structure of imports, the 
share of consumer goods rose by 22 per cent 
and that of fuels by 59 per cent, while the | 
shares of spare parts and capital goods fell by 
12.4 and 17.8 per cent, respectively. 


2. Major sectors of activity | 

The rise of 8.5 per cent in the gross domestic 
product in 1971 was the net result of an increase 
of 7.7 per cent in services and 9.6 per cent in 
goods. Particularly notable in the goods sector | 
were growth rates of over 12 per cent in industry | 
and construction (see table 38). 


(a) Agriculture | 


Agriculture production as a whole grew by | 


6.0 per cent, with crop-farming expanding by 


As can be seen from table 39, output of 
cereals, pulses, potatoes, wines and chicha (a 
fermented fruit-based beverage) increased, 


10.1 per cent and stock-farming by 2.1 per cent. | 


while that of industrial crops fell. The increase | 


in the production of cereals is attributable to | 


higher yields due to favourable weather and the 


introduction of new varieties, since the area 


| 
; 


under cultivation was virtually the same as in | 
1970. While the area sown to wheat decreased, | 


greater yields produced a larger harvest. The 


area sown to maize increased, but rice pro- | 
duction was affected by a cold summer which | 


prevented proper ripening. Although output of 
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Table 39. Chile: percentage growth of area under cultivation and crop-farming production in 1971 


Compared with 1970 


Compared with 1964-1966 


Area Production Area Production 
Cereals . 0.1 4.9 —1.7 11.4 
Pulses 18.2 11.1 16.1 16.2 
Potatoes . Fi DID: —4.7 8.3 
Wines and chicha 0.6 Siel 1.4 19.2 
Main industrial crops — 13.7 —9.1 — 12.8 39.0 
Total crop-farming 0.8 10.1 —1.3 1ISEZ 


Source: ODEPLAN. 


pulses increased significantly, it still remained 
below the levels achieved in 1960 and 1961. 
Production of root crops, in contrast, increased 
by 22 per cent as a result of larger areas sown 
and increased yields. The area planted with 
vines has remained stationary at around 108,000 
hectares, and the level of production depends on 
yields, which in 1971 were high. 

Livestock production expanded slightly, by 
2.1 per cent, owing to increased output of 
poultry and milk products, since meat and wool 
production decreased (see table 40). The decline 
in meat output was mainly due to a 10 per cent 
drop in lamb and pork production, as beef 
production fell by only 1.7 per cent. As a 
consequence, 20,000 head of breeding stock 
costing $7 million was imported. Milk pro- 
duction rose by 8 per cent, mainly owing 
to an increase in bottling and processing 
capacity. Wool production, in contrast, de- 
creased by 13 per cent owing to a reduction in 
the number of sheep. Production of poultry 
rose by 5,000 tons, despite the damage caused 
by bad weather and some difficulties in the 
supply of inputs; in particular, production 
of broiler chickens rose 12.5 per cent to 
40,900 tons, compared with 36,400 tons in 
1970. There was also a substantial increase in 
the consumption of poultry, which in Santiago 
and Valparaiso rose by 42 per cent, from 
27,200 tons in 1970 to 38,600 tons in 1971. 

Fishery activities showed a recovery in 
catches of anchoveta (especially in Africa), 


Table 40. Chile: indexes of livestock production, 1971 


Compared | Compared 
with with 
1970 1964-1966 
Meat . ; : : : 94.1 101.1 
Poultry and poultry products . 113.9 146.6 
Milk and milk products . 108.3 140.8 
Wool . , ? F 86.9 82.6 
Total livestock 102.1 IWEGE 


Source: Agricultural Planning Office (ODEPA). 
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leading to an increase in exports of anchoveta 
flour and oil, which rose in value from $17) 
million in 1970 to $29.6 million in 1971.) 
Catches of fresh fish appear to have dropped] 
slightly, while those of shellfish increased: 
according to estimates by the Association of 
Wholesale Fish Distributors (Sociedad de¥ 
Terminales Pesqueros), in 1971 the distribution | 
centre in Santiago (which supplies roughly) 
30 per cent of national consumption) received | 
18,600 tons of fresh fish (19,900 in 1970) and| 
12,200 tons of shellfish (10,400 tons in 1970), 


(b) Mining 
Mining production as a whole rose by 5.7) 
per cent, with increases of 5.6 per cent inj 
copper, 3.6 per cent in iron, and 23.2 per cent 
in nitrates. In large-scale copper mining, the } 
volume of production was 6 per cent great 
: 


than in 1970 (572,000 metric tons), while in 
medium-scale and small-scale mining it was} 
5 per cent greater. Of total copper production, | 
696,000 metric tons were exported (528,000 ) 
produced by large-scale mining and 158,000 
by medium- and small-scale mining), and| 
21,000 tons went to the domestic market. . 
Iron ore production is estimated to have: 
totalled 11,670,000 metric tons (more than half’ 
of it supplied by medium-scale mining enter- | 
prises); while nitrate output totalled 830,000 
tons (634,000 tons of sodium nitrate and 
196,000 tons of potassium nitrate). | 


(c) Industry . 

Value added in industry in 1971 was 12.1 
per cent up on 1970—the highest rate achieved 
in the past ten years, next best being the 10.7 
per cent achieved in 1962. This result was a 
response to the high level of demand, which 
was attributable to a substantial redistribution | 
of income. Activities connected with essential 
consumer goods—foodstuffs, beverages, to- 
bacco, textiles, clothing and leather—grew by 
9.5 per cent. The wood, furniture, paper, | 
printing and other industries grew by 19.9 per | 


nt while the rubber, chemicals, petroleum 
oducts and coal products industries grew by 
| per cent. In general, production was in- 
eased on the basis of fuller utilization of 
isting capacity. The industries processing 
m-metallic minerals grew by 13.6 per cent, 
ving to the strong recovery of housing 
Ogrammes, while the basic metals industries 
ew by 6.7 per cent, with very high growth 
tes in iron and steel production. The metal- 
ansforming and metallurgical industries grew 
/ only 5.1 per cent, since they were affected 
y the decline in the growth of transport 
uipment. This is attributable to the fact that 
terprises cut back on production pending the 
sult of the competitive bidding for the right 
manufacture motor vehicles, and one 
\terprise—the Ford Motor Company—com- 
etely stopped production. 
Table 41 gives production figures for some 
resentative items under the heads of 
srsonal consumption, intermediate goods, 
iotor vehicles and consumer durables. 


1) Construction 
According to incomplete data, in 1971 the 
mstruction sector grew by approximately 


12.2 per cent over 1970. This growth, for 
which the public sector was largely responsible, 
reflects increases of 16.1 per cent in residential 
building, 7.2 per cent in non-residential 
building and 10 per cent in public works, with 
a drop of 0.4 per cent in repairs. As regards 
residential building, the figures for the number 
of units of housing started during the year 
show an increase in public construction and a 
decline in private construction. 

The performance of non-residential building 
was mainly the result of State activity, in 
particular the growth in construction of schools 
(200,000 m* were completed), hospitals (50,000 
m7), and community facilities. In contrast, 
there was a sharp decline in private non- 
residential building, especially for commerce 
and industry. A sample survey in 60 communes 
indicates that the floor area of non-residential 
building projects started between January and 
October 1971 declined by 31.4 per cent com- 
pared with the same period in 1970. 

The growth of public works was attributable 
to a number of irrigation and public health 
projects and also to the construction of the 
underground railway which is being undertaken 
by the Ministry of Public Works and Trans- 


Table 41. Chile: volume of production of selected manufactures and intermediate goods 


Percentage 
ee 19% variation 
Personal consumption goods 
Sugar (thousands of tons) . : 282 316 12.1 
Pasta products (thousands of tons). 52 B 40.4 
Beer (millions of litres) . 178 219 23.0 
Cigarettes (millions of units) . 6,590 8,302 26.0 
Matches (thousands of cases) 303 322 6.3 
Intermediate goods 
Cement (thousands of tons) . 1,349 1,370 1.6 
Rolling steel (thousands of tons) 584 642 9.9 
Fuel oil (millions of litres) 1,049 1,620 54.4 
Diesel oil (millions of litres) . TEA 892 22.0 
Gasoline (millions of litres) Loot 1,778 14.2 
Kerosene (millions of litres) . S13 655 Dien 
Liquid gas (millions of litres). 414 612 47.8 
Motor vehicles 
Passenger cars (units) . ; 20,684 21,250 Dall 
Light commercial vehicles (units) 2,694 1,500 — 44.3 
Trucks (units) 1,209 720 — 40.4 
Consumer durables 
Refrigerators (units) 67,135 70,240 4.6 
Gas cookers (units) 109,683 145,500 32.7 
Washing machines (units) 46,396 58,350 25.8 
Space heaters (units) 129,077 187,900 45.6 
Water heaters (units) 41,355 53,200 28.6 
Liquidizers (units) 37,699 70,400 Ree 
Floor polishers (units) 40,208 56,150 39: 
263,032 359,700 36.8 


Gas cylinders (units) 


SOURCE: personal consu 


mption and intermediate goods: National Institute of Statistics; motor vehicles: 


Automotive Commission of CORFO; consumer durables: Chilean Steel Institute. 
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port and the Urban Works Corporation 
(Corporacién de Obras Urbanas) of the 
Ministry of Housing and Urban Development. 


(e) Transport 

The product generated by the transport 
sector as a whole increased by 12.1 per cent, 
with increments of 7.6 per cent in rail transport, 
8.4 per cent in road transport, 17.7 per cent in 
sea transport and 30 per cent in air transport. 
Rail, sea and air transport achieved their 
highest growth rates of the past ten years, the 
highest rate being recorded in international sea 
transport (56.9 per cent growth over 1970). 


3. Employment, wages and prices 

(a) Employment 

The employment situation improved in 1971. 
The unemployment rate, which averaged 6.1 
per cent in 1970, fell to an average of 4.2 per 
cent in 1971; indeed, the December figures for 
these two years were 7.2 and 3.9 per cent 
respectively (see table 42). This means that 
approximately 200,000 new jobs were created 
in 1971, absorbing the natural growth of 
the labour force (90,000 persons) and more than 
100,000 unemployed. The sectors in which 
most new jobs were created were industry and 
construction. 


(b) Wages 
In money terms, wages and salaries paid in 
1971 were 54 per cent higher than in 1970 


| 
raising the share of wage- and salary-earners 
in income—including employers’ social security 
and other contributions—from 53.7 per cent 
in 1970 to 58.6 per cent in 1971 (see table 43)) 
This was the result of increased employment 
and higher pay. The overall wage increasa| 
established for 1971 was equivalent to 100 per 
cent of the rise in the consumer price index in 
1970 (34.9 per cent), with proportionatel 
greater increases going to wage-earners at the 
bottom end of the scale, so that the minimunm 
wage grew by 39 per cent in real terms. At the 
same time a ceiling was set on the salaries of 
employees in the public sector, with a 100 pe: 
cent tax on any part of net salaries exceeding 
20 times the minimum basic wage (sueldo 
vital). As a result of the wage increases and 
the movement of the consumer price index, it 
is estimated that real wages rose by some 28% 
per cent between October 1970 and July 1971 
This generated a marked increase in demand, 
particularly from the lower income groups. 


| 


( 
} 


{ 


(c) Prices 

Consumer prices rose by 22.1 per cen 
between December 1970 and December 1971, 
the difference between two annual average: ; 
being 20.1 per cent. In 1970, the correspondingg 
figures were 34.9 and 32.5 per cent, respectively. | 
The prices that rose most markedly were those# 
for foodstuffs and clothing, while prices fort 
housing and miscellaneous items rose less thant 
the average (see table 44). Wholesale prices hadi 


Table 42. Chile: employment and unemployment 
(Thousands of persons) 
Yearly average December* 
1970 197] 1970 1971 
Labour force 3 3,189.2 S27 8el 3,234 B23 
Employed population 2,994.2 3,140.4 3,000 3,194 
Unemployed population 195.0 1377 234 129 
Unemployment rate (percentage) 6.1 4.2 (Be: 3.9 


Source: ODEPLAN. 
* Estimates. 


Table 43. Chile: domestic income by type of remuneration 


(Millions of escudos at current prices) | 

ee eee | 
1969 1970 197]? 
Salaries 14,286 21,808 33. 5am 
Wages ae 8,409 12,081 18,596 
Employer’s contributions P 4,161 6,206 8,921 
Remuneration of the factor labour . 26,856 40,095 61.074 
Other factor payments 25,643 34,539 43,174 
Domestic income . $2,499 74,634 104,248 


Source: ODEPLAN. 
* Estimates. 
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Table 44. Chile: consumer prices 
(Percentage variation) 


Source: National Institute of Statistics. 


sen 17.2 per cent by November; the increases 
prices for imported products (14.4 per cent) 
id manufactures (15.1 per cent) were less 
an this figure, while those for agricultural 
oducts (24.9 per cent) and mining products 
4.2 per cent) were greater. 


4. Money and credit 

At the end of December 1971, the ratio of 
oney in the hands of the private sector to the 
oss domestic product was 16.8 per cent 
ompared with 10.9 per cent in 1970). This is 
tributable to the 173 per cent increase in 
onetary issues by the Central Bank (see 
ble 45). The most notable beneficiaries of such 
sues were the treasury, public agencies dnd 
unicipalities. The quantity of money in’ the 
yssession of private individuals also grew, by 
9 per cent. Savings, too, expanded: by 81 per 
mt in savings and time deposits, and by 71 
sr cent in readjustable savings certificates and 
tional savings and loan certificates. It 
ypears that repayment periods for credit, 
th for industry and consumption, haye been 
ortened or even completely eliminated. 

With regard to credit, the standard bank 
terest rate was lowered from 20 to 15 per cent, 
‘inging the maximum contractual interest 
te down from 24 to 18 per cent. An effort was 
so made to make credit more selective, with 
jority going to pre-embarkation credit; 
edit for small-scale producers and, for the 
formed sector of agriculture; credit lines for 
sh budgets equivalent to less than 100 times 
e€ minimum annual basic wage, and credit 
rt low-cost housing. The Central Bank’s 
discounting rate for the banking system was 
so lowered, while the flat rate tax on interest 
4s maintained at 40 per cent. 


5. The external sector 


The value of exports of goods and services 
ll by 9.9 per cent, mainly owing to the 
cline of slightly more than 20 per cent in 
srld copper prices, which was not offset by 
e increase in the volume of copper exports 


Over-all index Food Housing Clothing Miscellaneous 

Annual 12 Annual 12 Annual 1?) Annual 12 Annual IZ 
variation months variation months variation months variation months variation months 

oF. : Uy, 29.3 30.7 28.8 26.1 22.1 27.8 29.5 39.4 40.2 
OF. ; oe 34.9 35.4 40.4 25.8 28.7 Died 28.7 Sh Boel 
‘a 5 A PADS DDN: 23.8 28.2 16.4 15.7 26.0 25:2) 12S 14.0 


I ee ee ee 


(about 4 per cent). With respect to other 
minerals, the value of exports of iron ore fell 
slightly (by 2.8 per cent), while exports of 
nitrates, iodine and sulphate rose by 49.4 
per cent and those for other products rose by 
11.3 per cent. The value of total exports of 
minerals amounted to $879.8 million, com- 
pared with $982.9 million in 1970. Exports of 
manufactures totalled $135.2 million (17.8 per 
cent more than in 1970) (see table 46). This 
was the result of a number of incentives, in 
particular the drawback system. 

Imports of goods and services, expressed in 
current dollar prices, increased by 5.6 per cent. 
There was an appreciable change in their 
composition as compared with earlier years, 
for imports of consumer goods, fuels and 
capital goods for use in the transport field 
expanded considerably, while imports of 
spare parts and capital goods for copper 
mining, other machinery and equipment, and 
services fell (see table 47). With respect to 
the drop in imports for large-scale copper 
mining, it should be noted that most of the 
planned renewal of equipment took place in 
1970. In the foodstuffs sector, there was a big 
increase in imports of meat (from $8.5 to 
$43.3 million) and milk (from $4 to $29.9 
million). 

The bank exchange rate was maintained at 
12.21 escudos to the dollar from August 
1970 to the end of December 1971, when a 
devaluation took place and four separate 
exchange rates were set in line with economic 
policy priorities. The basic rate for imports 
and exports was fixed at 15.80 escudos to the 
dollar; the 12.21 rate was maintained for 
imports of foodstuffs and petroleum; a rate of 
19 escudos was established for imports of 
inputs for the production of goods such as 
motor vehicles, electrical appliances and cos- 
metics; and a rate of 25 escudos was fixed for 
imports of non-essential goods. In the brokers’ 
market, which is used for travel and other 
external commitments, the exchange rate has 
been 28 escudos to the dollar since July 1971, 


Lis 


*sU9}I JURIOdUIT ysour oy} A[UO sopnyouy , 


SS SS a a i ai a” a ene eee 


‘7S oN [DuDWAS SiSaqUIS ‘975 oN JONSuay ujajog ‘“yueg [eNUID :aOUNOS 


00r 01 8L0IZ Z07'ZE SIP Z67'L 79'CZ 88s‘ €8Z cs 7 xaquusoeqy 
€Z9'T 569°9 060°SI 6bb‘0Z EIS sor‘e 11Z‘91 IZI 661 igce var poe 
TL61 
pbs Ig¢‘p OIL‘L 900°TI SbL LUI 86E'8 43 S9€ 020 * aquizseq 
L08 160‘€ O0E‘L 86L6 SIL 9b9 OzrL 0s 88h iis en” jsn3ny 
:OL6I 
96S 09¢€'Z 0€8‘r SSB‘L LOS blr 607'9 €SZ ZIp COON hn be ono es fel of 6D6I 
SyuUDq ul UO1]DINIAID SYUDq pup 401298 $a12uasD opvisy syung 
SAAAIOSIA ul uload AOJIAS 1210L, dupjauou AANSDAL T, 
: aIDAl Jap ooupg = plod poo.qo 
ysp) pup SIJ0N AIDA = pup a1qnd ; sjassp 1aN 
sanssyT pad I1sauog 


ee 


(saaiad uasind 1p sopnosa fo suoypipy) 
oyuBg [BjUa) aq) Aq sansst :afIYD “Sp a1qeL 


114 


| Table 46. Chile: exports of mining products and manufactures 


(Millions of dollars) 
a ee ee a) Wi Ste 
Percentage 
1969 1970 1971 variation 
1970-1971 
A. Mining products 
Copper wise 925:5 867.9 Wev>p) — 13,3 
Large-scale mining ‘ , 719.8 674.6 570.5 —15.4 
Medium- and small-scale mining 205.7 193.3 182.0 —5.8 
Iron wis= : ‘ 70.9 71.0 69.0 —2.8 
Nitrates, iodine and sulphate 25.8 24.5 36.6 49.4 
aes : he? 19.5 INE) 11.3 
ota 1,041.4 982. = 
B. Manufactures ue ae a 
Processed copper. te : 0.6 4.0 7.0 75.0 
Semi-processed copper é : , 6.6 8.5 (he —14.1 
Paper ae. ‘ : , , : 8.4 D5 9.0 —5.3 
Pulp t é 3 ’ : 15.3 17.6 17.4 hed 
Paperboard. : é ‘ ‘ 4.0 5.0 Sf] 14.0 
Chemicals ; : : : : 7.3 5.8 Tite? 93a 
Seafood products 23.6 24.0 39.5 64.6 
Fish and shellfish . (18.1) (15.0) One 
Fish flour Doe 
Other 36.2 40.3 38.1 —5.5 
Wood . , . ‘ 5 : (7.7) (9.1) (6.6)* 
Motor vehicles (parts and compo- 
nents) : ; (9.4) (9.6) 4.5* 
Rolled iron and steel aed (1.5) 6.8? 
Total 104.0 114.7 Ps 3e2, 17.8 
Source: Central Bank. 
* January—November. 
Table 47. Chile: imports of goods and services 
(Millions of dollars) 
Percentage 
1969 1970 1971 variation 
1970-1971 
Goods : 936.8 1,020.0 2355 10.5 
Consumer goods 138.0 173.0 212.4 22.8 
Intermediate goods . 543.6 537.0 656.2 Ags 9) 
Fuels 45.0 STS 91.4 58.9 
Spare parts . 117.8 13519 117.0 —12.4 
Capital goods . 244.2 310.0 254.9 —17.8 
Transport . : : : 35.0 40.0 78.5 91.3 
For copper industry ; : 77.8 40.5 10.0 —75.3 
Other machinery and equipmen 231.4 229.5 168.4 — 26.7 
Services . 2 : 161.6 188.9 146.1 —22.7 
Total . 1,088.4 2,208.9 1,269.6 5.6 


Source: Central Bank, Balanza de Pagos. fei 

Note: 1969: the total for goods corresponds to the total recorded by the customs authority ($907.1 million), 
plus unrecorded imports. The figures for intermediate and capital goods require further revision; 1970: provisional 
figures; 1971: estimate from the November 1970 version of the balance of payments. 


und exchange transactions are subject to a 
1umber of taxes which vary depending on the 
yarticular case. 

_ The current account of the balance of pay- 
nents in 1971 showed a deficit of $230.5 
nillion ($89.5 million in 1970). This was 
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attributable, on the export side, to the fall in 
copper prices, and on the import side, to the 
extraordinary rise in imports of consumer 
goods, especially foodstuffs. Under the services 
heading, there was reduction in both income 
and expenditure (the latter partly as a result of 


the reduction in foreign exchange allowances 
for tourists and tax surcharges on travel 
abroad). In addition, there was a decline in 
payments in respect of external investment 
income, mainly owing to the fact that no 
profits were remitted for large-scale copper 
mining. The capital account showed a net 
outflow of non-compensatory capital, and 
this led to an over-all balance-of-payments 
deficit of $300 million (see table 48). 


6. Salient features of economic policy 
The two main objectives of the Government’s 
economic policy during 1971 were to expand 
the public and semi-public area of the economy, 
and to accelerate agrarian reform. 


(a) Expansion of the public and semi-public 
areas of the economy 
The first objective concerns the modification 


Table 48. Chile: balance of payments 


of the dimensions of the three areas of owner- } 
ship in the economy so as to make the State | 
the effective centre for the management and | 
planning of the economy. According to an } 
official statement,° the public area of the } 
economy is to be formed by the existing State 

enterprises and those to be created, and by || 
such national and foreign monopolies as are | 
expropriated, particularly those connected with | 
basic natural resources, banking and finance, 

industry, distribution, foreign trade and all | 
other activities of strategic importance for | 
national development. The semi-public area is | 
to be formed by jointly managed enterprises 
combining Chilean and foreign private capital 


; 


aa 


©See the statement by the Minister of Economy, Mr. || 
Pedro Vuskovic, at the meeting of the Inter-American — 
Committee on the Alliance for Progress on 22 February 1971. | 


(Millions of dollars) 
1960 1965 1969 1970 1971? 
Current account 
Exports of goods and services . 550.5 793.0 1,304.0 127355 1,147.9 
Goods f.o.b. 480.0 693.0 1,175.0 113055 1,046.5 
Services F : : 570.5 100.0 129.0 143.0 101.4 
Imports of goods and services . 663.2 717.0 1,089.0 1,209.0 1,269.7 
Goods f.o.b. 507.4 570.0 845.0 928.0 1,021.4 
Services 3 : 155.8 147.0 244.0 281.0 248.3 
Net foreign investment income — 64.6 — 128.0 — 228.0 — 161.0 —111.7 
Net private transfer payments . tT 10.0 3.0 7.0 3.0 
Balance on current account — 164.6 — 42.0 — 10.0 — 89.5 — 230.5 
Capital account 
Net external financing (a+b+c+ 
d+e) : Su. : : 164.6 42.0 10.0 89.5 230.5 
(a) Net non-compensatory external 
capital ; 82.6 109.0 236.0 214.8 
Direct investment . : 29.0 — 38.0 90.0 — 3.2 
Long and medium-term loans . 50.5 212.0 200.0 310.0 
Amortization payments —41.5 — 90.0 —101.0 — 125.0 
Short-term liabilities 10.2 26.0 29.0 30.0 — 86.4 
Official transfer payments 34.4 —1.0 18.0 3.0 
(b) Non compensatory domestic 
capital and assets —8.7 — 36.0 — 13.0 Le 
(c) Errors and omissions 45.6 8.0 1.0 — 35.0 
(d) Allocation of SDRs = — — 21.0 16.9 
(e) Net compensatory movements 
(increase — ) ‘ 3 45.1 — 39.0 — 214.0 —112.3 300.0 
Balance-of-payments loans, 
trade arrears, deferred pay- 
ments, IMF position and 
other liabilities of the mone- 
tary authorities . 59.9 133.0 40.0 
Amortization payments —31.4  —123.0  —119.0 =o 132.5 
Movements of gold and foreign 
exchange reserves (in- 
crease —). : 16.6 —49.0 _ ~ 
SDRs (— increase) = — ay ee Pye 


Source: IMF, Balance of Payments Yearbook, vols. 17 and 22. 


* Estimates. 
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ith State capital, the principal objective being 
) make it possible to combine social interests 
nd resources with entrepreneurial initiative 
nd capability, which it is desired to stimulate 
nd guide for the national good. The private 
rea is to be formed by the majority of the 
xisting enterprises, which will remain private 
nd will be subject to the legislation governing 
rivate industrial and commercial property. 

In the light of these general criteria, the 
lowing activities became part of the public 
r semi-public area of the economy in 1971: 

(i) Large-scale copper mining. In July 1971, 
1e National Congress unanimously ratified a 
onstitutional amendment (Act No. 17,450) 
ermitting the nationalization of the five 
1ajor semi-public enterprises exploiting the 
yhuquicamata, El Salvador, El Teniente, 
xOtica and Andina copper mines. At the 
me, the State owned 51 per cent of the share 
apital of the first three enterprises, 25 per cent 
f that of Exotica and 30 per cent of that of 
.ndina, and the administration of the enter- 
rises was in the hands of the foreign associates. 

The most important aspects of the constitu- 
ional amendment are as follows: incorporation 
ito the Constitution of the concept of 
ationalization—a different concept in nature 
nd treatment from that of expropriation, 
hich had been established at an earlier date— 
nd of the concept of limiting excessive profits 
n foreign capital. 

The compensation paid for the nationalized 
nterprises is to be equivalent to their book 
alue as at 31 December 1970, as established by 
1e Comptroller-General of the Republic, less 
ny excessive profits received during the period 
955-1970 and less the value of any assets 
nat the Comptroller-General finds to be in a 
oor state of repair or obsolete. The amount 
f excess profits involved was established by 
ne President of the Republic at $774 million 
or three enterprises: Compania de Cobre 
‘huquicamata ($300 million), Compania de 
‘obre El Salvador ($64 million) and Sociedad 
Ainera El Teniente ($410 million). These 
eductions were applicable in appropriate 
roportions to the foreign enterprises Ana- 
onda and Kennecott and to the Chilean 
‘opper Corporation (Corporaci6on del Cobre— 
‘ODELCO), the latter in respect of the share 
apital held in the enterprises during the time 
aat they were semi-public companies. 

Within the 90-day time-limit stipulated in 
ne constitutional amendment, the Comp- 
‘oller-General handed down his findings. By 
-esolution No. 529 of 13 October 1971, he 
stablished that the book value of the national- 
red enterprises on 31 December 1970 was 


$663.2 million. From this sum he deducted 
$51.8 million in respect of assets in a poor 
state of repair. Taking into account the 
deductions chargeable for excess profits, he 
found that no compensation was payable in 
respect of Compafiia de Cobre Chuquicamata, 
Compania de Cobre El Salvador, and Sociedad 
Minera El Teniente, while compensation was 
due in the amount of $14.8 million to Com- 
pafia Minera Exética and $20.2 million to 
Compania Minera Andina. 

Both the United States enterprises and the 
Chilean Government have appealed to the 
special tribunal created under the constitutional 
amendment, whose decision is final. 

In calculating the book value of these 
enterprises, it was found that the semi-public 
enterprises had habilities amounting to $726 
million, corresponding to debts contracted in 
respect of investments under the expansion 
programme initiated by the preceding Govern- 
ment and to cash requirements. The Chilean 
State will have to take over these liabilities. 

While the constitutional amendment to 
nationalize the copper industry was before the 
Congress, CODELCO denounced its contract 
with Anaconda Sales Corporation for sales on 
international markets, and from 1 April 
took charge of copper sales abroad. By July, 
CODELCO had taken over control of all 
sales of copper produced by large-scale 
copper mining. 

(11) Iron, nitrate and coal mining. As a 
result of direct negotiations, the Government 
acquired the shares of the Compania de Acero 
del Pacifico (CAP), formerly a private company, 
which owned the deposits at Algarrobo. The 
State also took over, at a price of $20 million, 
the Bethlehem Iron Mines Company, which 
controlled the mines at El Tofo and Romeral. 
With the takeover of the Santa Barbara and 
Santa Fé iron companies, this means that 
95 per cent of Chilean iron production is now 
under State ownership. 

Furthermore, the Sociedad Quimica y Minera 
(a semi-public company formed out of the 
merger of the Compania Anglo-Lautaro and 
the Compania Salitrera Victoria), in which the 
State originally owned 37.5 of the share capital 
with the rest being United States capital, also 
passed completely into the public area of the 
economy. 

The State also took over ownership of the 
Empresa Carbonifera Lota-Schwager, which 
is responsible for some 80 per cent of national 
coal production. ; 

(ili) Private banks. During 1971, the Chilean 
Development Corporation (Corporacién de 
Fomento de la Producci6n—CORFO) pur- 


Lig) 


chased shares in national and foreign private 
banks. As a result, the State gained a majority 
shareholding in 14 commercial banks—11 
national and 3 foreign—which together with 
the Banco del Estado control 90 per cent of 
banking transactions. 

(iv) Distribution enterprises. The National 
Distribution Enterprise (Empresa Nacional de 
Distribucion—DIMAC) was established and 
purchased a number of private distributing 
enterprises (Weir Scott, Duncan Fox, Gibbs, 
and Williamson Balfour). A start was made on 
organizing the National Fuels Distribution 
Enterprise (Empresa Nacional de Distribucion 
de Combustibles—ENADI), and the National 
Poultry Enterprise (Empresa Nacional Avicola 
—ENAVI) was established for the distribution 
and production of poultry. 

(v) Industry. Prior to 1971, the public 
sector contained 15 enterprises, and these 
were joined by 10 more in 1971. A total of 
12 enterprises became semi-public, with the 
State the majority shareholder, bringing the 
total of semi-public enterprises to 20. The 
State also took over control of 50 industrial 
enterprises, which have been put under State 
management or requisitioned on the grounds 
of supply problems, labour disputes or aban- 
donment by their owners. In such cases, the 
enterprise is run by a State manager (inter- 
ventor) but there is no change in the actual 
ownership of the enterprise. Table 49 shows the 
sectoral composition of these enterprises, which 
together account for an estimated 30 per cent 
of the value of total industrial production. 

It should be noted that steps are being taken 
to ensure that participation of workers at all 
levels in the management of public and semi- 
public enterprises, and varying amounts of 
progress have been made in this respect. In 13 


Table 49. Chile: industrial enterprises that have become part of the public sector or are under 
State control 


enterprises the machinery for worker par 
ticipation (management councils, production | 
committees and co-ordinating committees) is } 
already operating, while in a further 6 only the | 
management council has so far been set up. 
In 16 enterprises, joint committees of labour 
and management representatives have been | 
established to prepare internal rules and} 
regulations. 


(b) Acceleration of agrarian reform 
During the year, agrarian reform continued | 
under the provisions of Act No. 16,640 
adopted in July 1967. Table 50 shows the 
number of estates and the surface area ex- 
propriated. With respect to the form of || 
operation in the expropriated areas, a start | 
was made on replacing the system of rural || 
settlements with Agrarian Reform Centres. 
The rural settlements are temporary collective — 
farming companies, in which the Agrarian 
Reform Corporation (Corporacion de la Re-- 
forma Agraria—CORA) provides the land, 
capital and technical assistance, while the | 
peasants provide the labour, until such time 
as the land is allocated to individual owners. 
Under the Agrarian Reform Centres, the land | 
is farmed collectively, CORFO being re- | 
sponsible for investment in the infrastructure | 
(such as housing, buildings, irrigation works), | 
while the peasants finance operating expendi- | 
ture through the banking system. A system 
of remuneration has been established under 
which each peasant is guaranteed a minimum _ 
basic income, but the total amount of re-— 
muneration is fixed in terms of the quantity 
and quality of the work done; expenditure on 
wages cannot exceed what the Agrarian 
Reform Centre is capable of financing. Any 
surplus generated by a Centre—taken to mean 


3 Semi- Hee? 
Public bli Total State Total 

shear control 
Fisheries . é . 2 1 3 8 11 
Mass consumption goods . 6 1 7 10 17 
Consumer durables . 2 Z 4 4 8 

Intermediate . 12 13 25 25 

Pulp and paper. 2 5 7 3 10 
Chemicals and rubber 3 2 5) 2, 7 
Cement ; , , , 1 — 1 2 3 
Iron and steel and metal transforming p) 6 8 9 17 
Textiles 4 — 4 9 13 
Capital goods . 3 3 6 3 9 
Total 25 20 45 50 95 


SourcE: ODEPLAN. 
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> difference between income and operating 
penditure—is distributed as follows: (a) 10 
t cent for social objectives of the Centre; 
) 40 per cent for distribution among the 
Irkers, in accordance with their work; 
) 50 per cent for capitalization. It should 
noted that both the rural settlements and 
e Agrarian Reform Centres are provisional 
stems. The system of ownership to be 
lopted in subsequent stages has not yet been 
mpletely defined, although it appears that 
e houses and attached gardens will be owned 
dividually, while the rest of the land will be 
rmed under a co-operative system. 


ble 50. Chile: expropriations under the agrarian reform 


process 
From 4 
November 1970 Total 
tee expropriated 

December 1971 1963-1971 
imber of estates . 1,379 2,787 
‘igated land (hectares) . 178,417 469,018 
-y-farming land 
(hectares): 
Arable 604,623.8 973,129 
Non-arable 1,773,613.3 4,679,060 
ital area (hectares) 2,556,654.2 6,123,994 

Source: ODEPLAN. 
ECUADOR 


1. Recent economic trends 

In 1971, the gross domestic product increased 
some 7 per cent, compared with 8.7 per cent 
1970. Real income also grew less rapidly, 
ving to a further deterioration in the terms of 
ade attributable to the drop in world prices for 
suador’s principal exports (bananas and 
ffee). 
Taking the different sectors of production 
parately, agriculture grew only slightly, while 
anufacturing expanded steadily for the 
cond year in succession. Construction seems 
have maintained the high rate of growth 
at characterized it in 1970; in the services 
ctor, transport and communications showed 
continued increase in activity, while com- 
erce grew less rapidly. 

Investment expenditure remained the most 
mamic component of domestic demand, 
nich grew at about the same rate as in 1970. 
stal gross investment grew by some 22 per 
nt, reflecting the appreciable increase in 
troleum investment. Total consumption in- 
eased by 7.8 per cent (private consumption 
8.2 per cent and general government con- 
mption by 5.8 per cent). 

The budgetary position of the central 


government showed a substantial improvement 
in tax revenue, especially from indirect taxation. 
Actual expenditure increased less rapidly than 
current income, and there was only a moderate 
Increase in the gross deficit, which rose to 
somewhat over 1,600 million sucres. 

The current situation of the external sector 
was characterized by stagnation in the value 
of exports of goods and services and a sizable 
increase in the value of total imports, resulting 
in a sharp increase in the current account 
deficit to around $222 million. Consequently, 
although the net inflow of non-compensatory 
capital was considerably above the 1970 level, 
the balance-of-payments deficit amounted to 
close to $17 million. 

As regards prices, average annual consumer 
prices in the city of Quito rose by 8.3 per cent 
in 1971. 


2. Major sectors of activity 
According to preliminary estimates, the 


Figure IX. Ecuador, 1965-1971 
Natural scale 
(o) GROWTH OF THE GROSS DOMESTIC 
PRODUCT AND INVESTMENT 
ML «Gross domestic product 


Annual growth rates LZA_ Gross domestic investment 
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(b) EXTERNAL SECTOR TRENDS 
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NET EXTERNAL 
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growth rate of agricultural production slack- 
ened in 1971 to not more than 2 per cent, 
compared with 8.1 per cent in 1970 and an 
average of 4.6 per cent for the five years 
1965-1970 (see table 51). 

Harvests of the main crops for domestic 
consumption declined significantly. The output 
of wheat and maize fell by 7 per cent and rice 
production by 16 per cent, in the latter case 
owing to the reduction of over 30 per cent in the 
area cultivated. The production of pulses 
dropped by 14 per cent and that of roots and 
tubers by over 4 per cent, while output of 
oilseeds and textile fibres remained at the 
same level. 

Export crops showed an overall increase of 
2 to 3 per cent. Banana production in 1971 was 
close to 3 million tons, i.e., the highest figure 
ever attained, and the coffee, sugarcane and 
cocoa harvests also increased. 

In the livestock sector, the production of 
meat remained at the same level as in 1970, 
but output of other products rose by about 
4 per cent. 

Manufacturing output is estimated to have 
grown by 11.8 per cent, thus maintaining the 
substantial rate of increase recorded the year 
before. The notable development of manufac- 
turing activity in recent years is the result, 
inter alia, of the incentives provided by succes- 
sive industrial development laws. Following 
the reforms made in the relevant legislation 
in June 1971, up to October of that year a 
total of 70 enterprises, involving investments 
of over 1,000 million sucres, had been accepted 
for benefits under the incentive legislation or 
had submitted applications. The activities of 
small-scale and artisan-type industry, which 
account for more than 70 per cent of total 
employment in manufacturing, have also 
expanded under appropriate legislation which 
affords them significant benefits including total 
exemption from customs duties on imports of 
machinery and tools, 70 per cent deductibility 
from income tax when taxable amounts are 
invested or reinvested, and the granting of a 
tax discount in respect of exports. 

Construction and transport expanded appre- 
ciably in 1971 (by 20 and 9.5 per cent, respec- 
tively) as a result of investment in connexion 
with the petroleum industry, which reached 
its peak in 1971 with the construction of an oil 
pipeline, means of communication, and other 
infrastructural works. 

Despite the rapid growth of imports of goods 
during the year, the smaller increase in the 
quantity of goods produced locally was 
reflected in a reduction in the rate of growth of 
the volume of goods covered by commercial 
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transactions, and commerce increased 
8.6 per cent in 1971 as against 10.6 per 
in 1970. 


3. Total supply and demand 

As regards the total quantity of goods and 
services available in the economy, the slow 
growth of the product in 1971 was offset by t 
considerable expansion of imports, so th 
total supply increased by 10.2 per cent, or t 
same proportion as in 1970 (see table 52). 
Gross domestic investment, which was the 
most dynamic component of demand in 197 
grew by 22 per cent. Expenditure on machine 
and equipment and expenditure on constructi 
projects both expanded at equally high rates 
Pursuing the trend noted in the past thr 
years, private investment grew much fas 
than public investment. This largely reflects the 
increasing investment in the petroleum sector, 
The growth of private consumption expendi-} 
ture tapered off somewhat compared withh 
1970, while general government expenditures 
followed the opposite trend. Thus, personal 
consumption grew by 8.2 per cent compared [ 
with 9.4 per cent in 1970, and government 
consumption expenditure by 5.8 per cent as 
against 4.7 per cent in the previous year. } 


4. Central government income and expenditure 
Preliminary estimates indicate that current 
income in 1971 amounted to 4,312 million fi 
sucres, which represents a 14 per cent increase} 
over the revenue obtained in 1970. With dis- 
bursements totalling 5,930 million sucres, the§ 
Treasury deficit stood at 1,618 million sucres, | 
or 47 million higher than the 1970 figure (see g 
table 53). | 
Of the current income obtained in 1971, tax 
revenue accounted for 4,063 million sucres. 
This represents an absolute increase of i 
752 million sucres over the level of real income 
in 1970 and, in relative terms, is equivalent | 
to a growth rate of 22.7 per cent. The items § 
which did most to raise tax revenue in 197] 
were taxes on commercial transactions and | 
the additional export taxes that have been in 
force since August 1970. Revenue from these } 
two items increased in 1971 by 330 million 
sucres. Other important items included taxes | 
on imports, income, petroleum products and 
cocoa and sugar exports, which showed a total 
increase of about 542 million sucres. At the 
Same time, however, there was a reduction | 
in revenue from certain taxes, such as those 
on banana and coffee exports, capital, and 
revenue stamps, which dropped by 120 million 

sucres compared with 1970. 
Real expenditure against the 1971 budget 
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Table 53. Ecuador: financial position of the central government budget 
(Millions of sucres) 
ES ee 


1968 1969 1970? 1971" 
Current income . 2,554 2,882 3,784 4,321 
Tax : 4 : : : 2313 250 Shall 4,063 
Non-tax : é ; f 5 241 371 473 249 
Total real expenditure® ‘ , 3,785 4,128 53350) 5,930 
Deficit ; F 1,231 1,246 1,571 1,618 
Financing of the deficit i aii 1,246 S71 1,618 
Net borrowing . : ; é 733 558 662 1,150 
External debt . ? : : ; 176 132 131 200 
Internal debt . ; : : Spy) 426 531 950 
Less: amortization of the debt . 354 395 S17 624 
Extra-budgetary loans. 852 1,083 1,396 1,092 


Sources: 1968 and 1969: Central Bank of Ecuador, Annual Report, 1969; 1970: Ministry of Finance, Boletin 
de la Direccion General de Presupuesto, No. 7, Year III, January-April 1971 (Liquidation of the 1970 budget); 
1971: Ministry of Finance, Boletin de la Oficina Nacional de Presupuesto. Edicion extraordinaria de 1971, and 


ECLA estimates based on direct incomplete data. 
* Provisional figures. 
> Preliminary estimates. 
© Excluding amortization of the public debt. 


increased much less than in 1970 (10.7 per 
cent compared with nearly 30 per cent). 
Amortization of the public debt represented a 
disbursement of 634 million sucres, or about 
100 million more than in 1970. 

The domestic loans used to finance the 
gross Treasury deficit in 1971 almost double 
the indebtedness of the year before, and 
external loans increased by over 50 per cent. 
Extra-budgetary loans were reduced by some 
300 million sucres to a value of approximately 
1,100 million. 


5. The external sector 


Exports of goods and services amounted to 
249.9 million dollars, or about the same 
value as the year before, while expenditure on 
imports and external factor payments totalled 
$476.8 million—a 28 per cent increase over 
1970. The current account deficit rose to $222 
million, which compares unfavourably with 
the 1969 and 1970 figures of $103 and $117 
million respectively (see table 54). 

Exports of goods amounted to $232 million, 
or approximately the same figure as in 1970. 
This stagnation was due to the fall in the 
prices of the two major export commodities— 
bananas and coffee—which reduced the total 
value by $19 million, $5 million for bananas 
and $14 million for coffee. Significant increases 
were recorded for other exports, including 
14 per cent for cocoa, 46 per cent for sugar and 
66 per cent for marine products; the prices of 
the remaining products exported rose by an 
average of 27 per cent. 

Imports of goods, which totalled $350.3 
million, increased by rather more than 33 per 


cent in terms of current prices. According to 
preliminary estimates based on incomplete 
data, the largest increases were in imports of 


fuels, lubricants and related products (37 per - 


cent), and the raw materials and intermediate 
products required by industry (27 per cent). 

Imports of consumer goods rose by 16 per 
cent in the first half of 1971, with a significant 
increase in non-durables. Imports of capital 
goods showed about a 12 per cent increase over 
the same period. The upward trend pursued 
by imports of goods in the second half of the 
year was particularly noticeable with respect 
to non-essential articles. 

Net payments in respect of foreign capital 
rose slightly during the year to a total of 
$34.6 million. 

The large net inflow of non-compensatory 
capital in 1971—some $200 million—was not 
enough to cover the deficit on current account, 
which accounts for the deficit of $16.5 million 
on the balance of payments. 


6. Hydrocarbons law 


A new hydrocarbons law was enacted in 
September 1971 to replace the old law which 
dated from 1937. This law confirms the State’s 
inalienable and imprescriptible rights over 
hydrocarbon deposits. It further lays down that 
these deposits shall be explored and worked 
on behalf of the State by the Ecuadorian State 
Petroleum Corporation (Corporacién Estatal 
Petrolera Ecuatoriana—CEPE), either directly, 
through contracts providing for association 
with or the provision of services by national or 
foreign companies, or through the establish- 
ment of semi-public companies. 
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Table 54. Ecuador: balance of payments 


(Millions of dollars) 
er ee te 
1960 1965 1969 1970 1971* 
rent account 
xports of goods and services . 154.9 196.6 203.1 249.9 249.9 
Goods f.o.b. 146.3 180.7 188.1 232.8 232.1 
Services ; F : 8.6 15.9 15.0 isl 17.8 
mports of goods and services . 152.3 201.0 283.7 338.9 442.2 
Goods f.o.b. 109.8 J55t2 220.0 262.3 350.3 
Services ; , : 42.5 45.8 63.7 76.6 91.9 
Net foreign investment income . —22.8 —25.0 — 26.9 — 33.5 — 34.6 
Net private transfer payments . 1.4 22 4.8 5.4 53 
salance on current account —18.8 —27.2 — 102.7 =i =21.6 
vital account 
Net external financing (a+b+c+d+e) 18.8 vy pe) 102.7 iN ligt 221.6 
(a) Net non-compensatory external capital 28.0 30.4 79.2 124.9 
Direct investment ‘ . 8.0 7.4 50.0 90.0 
Long- and medium-term loans . 24.6 22.9 37.9 41.6 
Amortization payments —9.4 —9.7 —18.6 —19.7 
Short-term liabilities i : —1.0 QT 0.7 3.0 201.6 
Official transfer payments ; ; : 5.8 hel 9.2 10.0 
(b) Non-compensatory domestic capital and 
assets . : 2 ‘ —10.5 —1.7 —1.7 —2.2 
(c) Errors and omissions ‘ F —2.3 —13.8 29.4 —9.6 
(d) Allocation of SDRs : ‘ : : — — - 4.2 3.5 
(e) Net compensatory movements (increase — ). 3.6 1253 —4.2 —0.2 16.5 
Balance-of-payments loans, trade arrears, 
deferred payments, IMF position and 
other liabilities of the monetary authori- 
ties . z : : : s : 0.8 11.8 18.0 
Amortization payments. : : — —22 — 14.0 18.9 mee 
Movements of gold and foreign exchange 
reserves (increase — ) f ‘ ‘ 2.8 RG —8.2 — 18.1 220 
SDRs o _ os —0.1 —3.5 


Source: IMF, Balance of Payments Yearbook, vols. 17 and 22. 
-* Estimates. 


This law gives the State exclusive rights with 
zard to the transport of hydrocarbons by oil 
gas pipelines and their refining. It also 
powers CEPE to participate in the marketing 
these products and the establishment and 
eration of hydrocarbons processing plants 
petrochemical and related industries. 
n a special section, besides laying down the 
imum requirements for each type of 
tract, the law expressly stipulates the 
ximum area they may cover (not more than 
,000 hectares, divided into sectors of not 
re than 20,000 hectares). Other important 
igations of the contractors or associated 
erprises are also established, such as 
loyment of at least a certain number of 
adorian staff in the various activities; the 
vision by the contractors or associates of 
technical and economic information con- 
ing their activities to the appropriate 
istry; methods of accounting and taking 
ances; reinvestment of at least 10 per cent 
he net profits; accommodation facilities and 


subsistence allowances for the workers; 
measures to prevent contamination of the 
water and atmosphere and to protect the flora, 
fauna and other national resources, etc. 

The provisions governing the income to be 
received by the State under the head of petro- 
leum extraction lay down that this income shall 
consist of entry premiums, dues on the area 
exploited, royalties, compensatory payments 
and a share in transport rates. 

Lastly, according to the temporary provisions 
of the law, it is specified that the Monetary 
Board shall decide how foreign exchange 
obtained from exports of petroleum and 
petroleum products shall be treated, taking 
into account the conditions prevailing in the 
international markets for the sale of these 
products and the general economic situation 
in the country. 


EL SALVADOR 
1. Recent economic trends 
El Salvador’s economic growth in 1971 main- 
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tained the same slow upward trend of the past 
four years, with the gross domestic product 
increasing by 3.3 per cent, or slightly less than 
the population. 

The smaller increase in domestic supply 
recorded in 1971 was largely the result of the 
persistence of a rather negative situation in the 
manufacturing sector, caused by the difficult 
period through which the Central American 
Common Market (CACM) is passing, and the 
slow growth of the agricultural sector due to a 
decline in coffee growing. 

Demand, too, was affected by the fall in 
coffee prices, which brought about a reduction 
of 0.7 per cent in the purchasing power of 
exports compared with the 9.5 per cent increase 
in 1970, although this was partly offset by 
heavier investment (particularly in the public 
sector) and a modest increase in consumption. 
All in all, total demand rose faster than 
domestic production and the difference had to 
be covered by an appreciable increase in 
imports (see table 55). 

Because of the decline in external demand, 
public investment was the moving force in 
El Salvador’s economy in 1971. Though 
expenditure under this heading had for the 
past two years shown signs of recovering from 
the sharp drop in 1968, it was only in 1971 that 
real progress was made and public investment 
exceeded the 1967 level of 82 million colones 
(at 1960 prices). There were various reasons for 
the increase in government investment in 1971. 
On the one hand, a number of major projects 
financed by international institutions were 
approved; on the other, the Central Govern- 
ment’s financial position improved thanks to 
bigger current account savings and to the 
credit extended by the monetary authorities, 
which, in the final reckoning, were mainly 
responsible for the strengthening of public 
sector activities and for providing the additional 
external resources needed for the country’s 
programmes and projects. 

The sluggishness of the economy was also 
apparent from the slow growth of consumption 
(4.3 per cent). In fact, consumption might have 
been even lower had the Government not intro- 
duced compensatory measures to solve the 
problem of the build-up of stocks. It is to be 
assumed that it was only the financial resources 
that were made available to compensate for 
the drop in sales, especially of coffee and manu- 
factures, that prevented the income of a large 
section of the population from deteriorating 
markedly, although this action created further 
problems for the banking system. 

Because of the poor outlook resulting from 
the difficulties experienced by the CACM, 


Figure X. El Salvador, 1965-1971 
Natural scale 
(a) GROWTH OF THE GROSS DOMESTIC 
PRODUCT AND INVESTMENT 
JHMM Gross domestic product 
ZA. Gross domestic investment 
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private investment again registered only a slow 
growth rate (3.5 per cent). It may well be that 
investors are turning their attention towardsi 
somewhat safer activities such as the construc-} 
tion of private dwellings and housing projects.’ 
There are also grounds for thinking that thet 
upward trend in non-monetary deposits (say-} 
ings and time deposits), together with the 
increased sale of mortgage bonds, are a further} 
indication that the situation is not really ripe for 
investment, since the public prefers to buy 
bonds and augment interest-bearing bank 
deposits rather than to embark upon or 
expand direct production ventures. Also note-! 
worthy in this connexion is the appreciable 
increase in the number and value of construc-} 


| It should be noted that credit for construction purposes, 
especially private residences, hotels, housing projects, etc., 
has grown quite quickly over the last few years, the current 
balances rising from 45.6 million colones in August 1970 
to 54.9 million in the same month in 1971. 
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tion permits for private residences which, for 
the January to August period, rose by 47 and 
39 per cent respectively between 1970 and 1971. 

Finally, the purchasing power of exports was 
probably the most negative aspect of the 
evolution of El Salvador’s economy in 1971, 
since it dropped by slightly less than | per cent. 
In the country’s external trade, the partial 
recovery of sales to the Central American 
sub-region was more than offset by the poor 
showing of exports to the rest of the world. 
Moreover, the decline in external sales contri- 
buted towards the substantial increase in the 
balance-of-payments deficit on current account, 
which came to around $30 million as against the 
state of equilibrium that had been achieved in 
1970. After having been kept at virtually the 
same level for four years, imports had to be 
expanded considerably in 1971 so as to avert a 
serious slowdown in the development of the 
country’s productive sectors. Consequently, as 
the net inflow of capital was insufficient to meet 
this added expenditure, net international 
reserves were depleted by $1.2 million. 

As already stated, the domestic supply of 
goods and services grew more slowly in 1971 
(3.3 per cent compared with 4.2 per cent in 
1970) because of the recessive trend of the 
external sector and its negative effect on 
domestic demand and employment. With the 
exception of the construction, electricity, gas 
and water and financial sectors, which more 
or less kept up their past rates of growth, all 
other productive activities lost impetus (see 
table 56). 

Agriculture expanded more slowly in 1971, 
mainly because of the drop in coffee production 
(4 per cent). Export agriculture contracted by a 
little less than 1 per cent because, although 
cotton production went up by 12 per cent, this 
was not enough to make up for the decline in 
coffee output. Production for domestic con- 
sumption continued to grow (by 13 per cent in 
1971 as against 20 per cent in 1970), thanks to 
the policy of agricultural self-sufficiency which 
was introduced when hostilities began. Under 
this policy, measures were introduced and 
government support provided to encourage the 
cultivation of basic products. The main 
measures taken included the provision of credit 
facilities, better agricultural extension services, 
and the acceleration of small and medium- 
sized irrigation projects® and the result was a 
substantially larger supply of most commodities 
required for domestic consumption, such as 


* During 1971, some 3,000 hectares were added to the 
24,000 hectares already irrigated. Much of this increase was 
due to progress on the Zapotitan project. 


sugarcane, maize, rice, beans and millet. The 
production of beans and maize is now sufficient 
to satisfy domestic demand, and it has even 
been possible to export some maize to Costa 
Rica. Moreover, after having imported up to 
4,600 tons of beans per year in the past, no 
foreign purchases were made at all in 1971.) 
Stock farming, especially cattle-raising, has also: 
improved as a result of higher international 
prices, the extension of the policy of self- 
sufficiency to this sector too, and the credit 
assistance supplied mainly through the 
Economic Development Fund. | 
Without belittling the contribution that thel 
policy of agricultural self-sufficiency has made? 
to the solution of El Salvador’s short-term) 
problems—especially that of foreign supplies—- 
its longer-term implications should be studied| 
and evaluated. Two factors which are important) 
to the country’s economic development, namely, , 
integration and employment, are affected by) 
this policy, for the greater the degree of import! 
substitution in the agricultural sector, the less) 
scope there will be for deriving maximum) 
benefit from regional specialization and com-+ 
plementarity arrangements, both in agricultures 
and in industry. In other words, the weakening 
of regional co-operation links may caudll 
difficulties in connexion with the future growth 
of the economy, particularly in the light of Ell 
Salvador’s current employment problems andi 
the need to step up exports of manufactures to) 
the region. From this standpoint, the decision: 
to promote the cultivation of products fort 
domestic consumption would appear to have: 
been taken without giving any special attention) 
to the problem of reducing unemployment,, 
which has risen considerably since hostilities; 
began, for not only do most of the commodities; 
being produced require less manpower than) 
other crops, but there is also a growing trend] 
towards mechanization in their production. 
The industrial sector remained sluggish for: 
the third year in succession and only achieved! 
an annual growth rate of less than 3 per cent,, 
mainly because of the persistent difficulties: 
surrounding trade relations in the sub-region 
and the slow growth of domestic consumption.. 
When hostilities began between Honduras and| 
El Salvador, the other CACM countries— 
Guatemala, Nicaragua and Costa Rica— 
stepped up their exports to Honduras, while: 
El Salvador increased its exports to them.. 
Subsequently, as the Honduran market became: 
virtually cut off from the free trade area, the’ 
sub-regional market was considerably reduced | 
and competition between El Salvador, 
Guatemala, Nicaragua and Costa Rica became: 
keener, resulting in the adoption of measures to: 
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regulate intra-area trade in certain products so 
as to protect domestic production. For example, 
export quotas were fixed for clothing, footwear, 
textiles and eggs. The final result was that al- 
though El Salvador’s exports to Central 
America were higher than the year before— 
$79 million compared with 73.6 million—the 
rate of growth of its sales to Guatemala, 
Nicaragua and Costa Rica declined consider- 
ably (see table 57). Consumption, too, reflected 
the slow growth of the economy as a whole 
and failed to provide any real incentive to 
expansion of the manufacturing sector. 

This situation had much to do with the slow 
growth of industrial activity. Provisional 
figures suggest that the various branches of 
industry suffered to different extents, the hardest 
hit apparently being the traditional sectors— 
foodstuffs, beverages and tobacco, textiles 
and clothing—while such industries as those 
producing paper and paperboard, chemicals 
and metal products, for example, were less 
affected. The closing down of some plants, the 
reduction of the number of shifts worked,’ the 
increase in idle capacity and the accumulation 
of stocks caused the Government to take the 
decision to introduce a series of measures to 
alleviate the industrial situation, including the 
establishment of a guarantee fund for small 
industries, the intensification of artisan-type 
activities and the provision of better credit 
facilities through El Salvador’s Industrial 
Development Institute (Instituto Salvadorefio 
de Fomento  Industrial—INSAFI) and 
Economic Development Fund. The Govern- 
ment also gave its support to the establishment 
of the National Export Promotion Centre 
(Centro Nacional de Fomento de Exportaciones 


° The number of persons engaged in the industrial sector 
dropped from 39,775 to 35,442 between the first quarter of 
1970 and the first quarter of 1971. 


—CENAFE), which helps to find new markets 
outside the area. 

Though several major industrial projects do 
exist,!° the prospects for the manufacturing 
sector are bound to be restricted until the crisis 
in the CACM has been resolved once and for 
all. Even leaving aside the small volume of 
domestic demand, most of the projects are 
closely bound up with regional development 
and it will probably be some time before the 
necessary conditions can be created for export- 
ing any significant volume of manufactures to 
the rest of the world. Consequently, important 
though it is to explore export possibilities out- 
side the area (especially for artisan-type goods 
and certain traditional industrial products), 
there is a clear and pressing need to foster and 


| 


| 
/ 


co-ordinate industrial development at the 


| 


regional level, because most of the immediate | 
export opportunities are to be found in Central | 
America, where tariff protection has allowed | 
the manufacturing sector to develop to an) 
extent that would not otherwise have been | 
possible. 
The generation of electricity kept up its) 
dynamic growth of the past few years, the total 
net output being estimated at about 687 
million kWh, which represents an increase of | 
8 per cent over the previous year and an average 
annual growth rate of 9 per cent for the period 
1966-1971. No further additions were made to | 
the public sector’s installed capacity in 1971. 
Total investment in the electricity sector 
amounted to 5.9 million colones (3.2 million 
coming from the public sector and 2.7 million 
from private enterprise), compared with 14.8 
million colones in 1970. Expansion programmes 


*° One of the largest of these is the fishery project with a 
capital of 10 million colones for tuna fishing and processing 
on the Pacific coast. There are also projects, inter alia, 


for the production of nylon, polyester fibre and laminates. | 


Table 57. El Salvador: merchandise trade with the Central American Common Market 


Millions of dollars Annual growth rates 
1967 1968 1969 1970 197]° 1968 1969 1970 197] 
Exports f.o.b. : . 207.9 Pweg 202.2 229.1 228.1 1.8 —4.5 13.3 —0.9 
To the CACM . a 85.0 74.8 73.6 79.0 1.3,  —12.0 —1.6 73 
To the rest of the world a VORSeA/ 126.7 127.4 SSeS) 149.1 —1.6 0.6 Daal 48 
Imports c.i.f. : moa Ss 216.2 2 eS: 213.6 242.9 —3.7 —2.2 1.0 13.7 
From the CACM . : DAS 65.1 60.2 60.6 61.6 19.4 —7.5 0.7 17 
From the rest of the world. . 170.0 STE 1Sie3 153.0 181.3 —11.1 0.1 14 18.5 
Balance. 16.00 4S eo Sic Seiya 
With the CACM ‘ Peay 19.9 14.6 13.0 17.4 
With the rest of the world . .-41.3 -—244 —23.9 25) fue Sd 


Source: Banco Central de Reserva de El Salvador. 


* Preliminary figures. 
> Estimates. 
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include the construction between 1971 and 1976 
of the Poza del Silencio hydro-electric project 
(252 mW) on the River Lempa, which is the 
country’s principal source of water power. It is 
also intended to make use of certain geothermal 
resources in 1972: investigations made by the 
Hydro-electric Executive Committee for the 
River Lempa (Comisién Ejecutiva Hidro- 
eléctrica del Rio Lempa—CEL), with the 
technical assistance of the United Nations 
Development Programme, have revealed a 
potential of 100 to 150 mW in the Ahuachapan 
area in the western part of the country. In the 
next few months, the design and construction 
of a 30 mW geothermal power station will begin 
as the first step in making use of these resources. 
Rural electrification work continued in 1971 
with the construction of 87 km of local trans- 
mission lines and 41 new distribution systems in 
tural settlements, bringing electricity to some 
2,000 new families. Approximately 50 km of 
primary distribution lines, plus extensions of 
existing systems, are planned for 1972. Finally, 
CEL has adopted an extension programme for 
1972 that includes the installation of two 16MW 
gas turbine power stations in the San Salvador 
area. The completion of the entire programme 
described will require a total investment of 175 
million colones, 70 per cent of which CEL hopes 
to finance with its own funds and the remainder 
with long-term domestic and external loans. 
As regards water supply, the construction, 


extension and improvement of the urban and 
rural systems continued and current research 
programmes were pursued. It is hoped to begin 
construction work in 1972 under a rural drink- 
Ing water supply programme, at a cost of $6 
million, designed to extend piped water supply 
to 38 per cent of the population within five years 
(as against 20 per cent at present), and work will 
continue on the extension and improvement of 
the national hydrometeorological network and 
the conservation of land and water resources in 
the northern part of the country. 

Construction maintained a fairly rapid 
growth rate of about 5.8 per cent, thanks to the 
upward trend of total investment (particularly 
in the public sector), and its product rose to 
close on 81 million colones. Because of the 
slower growth of the economy as a whole, the 
development of the remaining sectors was less 
rapid (see table 56). 


2. Public finance 


The previous decline in current central 
government savings was arrested in 1971 when 
savings rose sharply by 160 per cent and thus 
helped to make it possible to step up real 
investment, which reached the highest level for 
the past five years (see table 58). 

The upswing in savings stemmed essentially 
from the drop in current expenditure (3.6 per 
cent) following a return to more normal con- 
ditions after the hostilities, since current in- 


Table 58. El Salvador: current central government income and expenditure 


(Millions of colones) 
January/September 
1967 1968 1969 1970 
1970 1971 
Current income . Zope? 230.4 250.8 280.1 205.2 PYRG 
Tax revenue 212.0 217.0 239.4 267.1 203.3 219.8 
Direct taxes 50.2 66.3 IBS 64.9 58.0 61.6 
Income tax : B87" Asie 39.0 39.7 35.0 39.7 
Property tax. : : 8.5 a 20.5 20.5 19.4 18.7 
Tax on inheritance and gifts 3.0 3.4 4.7 4.4 ays} BI 
Emergency taxation . —- — or 0.3 0.3 0.1 
Indirect taxes 161.8 150.7 165.9 202.2 145.3 158.2 
On imports 59.4 52.9 57.2 65.0 44.8 49.6 
On exports 31.0 24.4 27.4 48.5 37.8 Sh 
On consumption 56.4 57.6 60.7 64.5 45.4 49.2 
Other = 7 : , ; : » wb 15.8 20.6 DADE 17.3 28.2 
q 5 transfer payments and other 
‘oe oh 8142 13.4 i ! 4 2 30 ne 3 et) 3 
] 210.1 : ; : : 
Be 46 20.3 23.4 17.5 14.6 38.0 


Current saving 


Source: Banco Central de Reserva de El Salvador, on the basis of 
data supplied by the Ministry of Finance. : ; 

@ Including 4.5 million colones from taxes collected during previous 
years and deposited in Treasury accounts in 1967. ; ih 

> Including 6.2 million colones deriving from a change in admini- 


strative procedures that was adopted in July 1968. _ : 
©Including stamp duties, motor vehicle registrations, other 


taxes and adjustments. a 
4 Including 3 million colones deriving from the increase in stamp 


duty. 
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come, while increasing substantially (8 per cent), 
did not grow as fast as in 1970. Whereas in 1970 
the rise in current income was almost entirely 
attributable to the increase (21.9 per cent) in 
indirect taxation, both indirect (8.9 per cent) 
and direct (6.2 per cent) taxation contributed to 
the increase in 1971. 

The considerable improvement in revenue 
from direct taxes, which changed from a drop 
of 11.7 per cent to an increase of over 6 per cent, 
was due to more efficient income tax collection. 
This was one of the delayed effects of the return 
to normal conditions and of the higher incomes 
earned during 1970, mainly as a result of 
favourable world coffee prices. Preliminary 
figures up to September indicate that revenue 
from income tax amounted to about 5 million 
colones in 1971, which is more than that 
collected over the same period the previous 

ear. 

i In contrast, the increase in revenue from 
indirect taxation was appreciably smaller than 
in 1970—about 9 per cent instead of 22 per cent. 
The marked decline in export tax revenue was 
due to the drop in world coffee prices in 1971. 
At the same time, though the value of imports 
rose faster than in 1970, their composition 
would appear to have changed considerably. 
Consequently, while total external purchases 
were appreciably higher, the corresponding tax 
revenue did not rise as fast as in 1970. Excise 
taxes, however, brought in more revenue than 
before: this was particularly true of the tax on 
petroleum products (the prices of which were 
increased), beer and spirits, and the increased 
car registration tax. 

As already noted, current expenditure fell by 
almost 4 per cent in 1971. The decisive factor in 
this reduction was the decline in costs related to 
expenditure incurred in previous years (mostly 
in connexion with the hostilities), since normal 
operating costs, current account transfers and 
interest on the public debt continued to increase. 

The greater volume of savings on current 
account, together with the increase in the sale of 
bonds, meant that a larger volume of external 
resources could be absorbed than in 1970 and 
thus helped the expansion of the central 
Government’s real investment and the financial 
resources available to the rest of the public 
sector through capital transfers. Figures for the 
January to September period show that net 
external credit almost doubled, rising from 2.8 
million colones in 1970 to 5 million in 1971. 
Investment by autonomous agencies appears to 
have risen substantially, particularly in con- 
nexion with the construction of markets in San 
Salvador by COMERSAN, the improvement of 
telecommunications by ANTEL and continua- 


tion of work on the national and regional road 
network. Other important items were the con- 
struction and equipping of hospitals and 
educational institutes, the continuation of the | 
agricultural projects in the Zapotitan Valley 
and the work of the Rural Land Settlement 
Institute (Instituto de Colonizacién Rural). 


3. The external sector 

The small current account deficit recorded in 
1970 was attributable to a cutback on imports 
and an increase in exports. In 1971, in contrast, 
the current account deficit rose to close to $32 
million (see table 59). While domestic demand 
stimulated an increase in imports, export | 
revenue remained stationary, and as a result the - 
current account deficit increased. In 1970, the) 
net position of the monetary authorities had- 
been strengthened by the balance-of-payments | 
surplus of $11 million; but there was no surplus | 
in 1971, as the inflow of non-compensatory 
capital was insufficient to cover the large 
current account deficit. Had it not been for the. 
fact that the allocation of Special Drawing | 
Rights was partially used, net international 
reserves would have declined to the point at. 
which an IMF standby credit would have been | 
required. 

A decisive factor in the failure of exports to 
increase in value was the decline in sales to 
countries outside the area, which dropped by. 
4.8 per cent, mainly owing to the fall in the price 
of coffee. Though the country’s exports to the 
CACM barely recovered to the 1967 level ($79 
million), their annual increase nevertheless 
helped to make up for the poor performance of 
traditional exports. 

The high world prices in 1970, which 
favourably affected El Salvador’s coffee exports, 
were followed by certain adjustments in the 
world market in 1971, the outcome of which > 
was that coffee quotas were lowered so as to 
avoid a drastic drop in world prices. El 
Salvador’s quota was 576,000 sixty-kilo bags. | 
The net result for El Salvador, however, was a. 
severe decline (14 per cent) in the unit value of ’ 
the country’s exports, in addition to the drop of | 
about 6 per cent in the volume sold, so that the 
total value of exports declined from $114 
million to $92 million. 

_ The improvement in cotton sales that began 
in 1968 continued in 1971, owing to better 
world prices. Exports of cotton fibre reached 
$28 million in value, thanks chiefly to increased 
sales (15 per cent) but also to their higher unit 
value. Sugar exports increased for the second 
year running, partly because of the 25 per cent 
increase in the quota which the country was 
allocated by the United States and partly 
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Table 59. El Salvador: balance of payments 
(Millions of dollars) 
ae 
1960 1965 1969 1970 1971* 
Current account 
ae of goods and services 116.9 212.8 223.9 252.4 253.0 
ee. : , Q : ; : re 190.0 202.2 229.3 228.1 
ports of goods and services 141.6 an: nae ey sh 
Sie {Orb es : é . 5 : : 113.4 187.3 192.8 197.3 221.0 
ervices. —. ee F : : : 28.2 43.6 55.6 58.3 63.0 
et external investment income 5 3 ? —3.9 —7.8 —8.3 —9.5 = 10.5 
et private transfer payments. : : , 0.2 OMG 9.8 1] 9 9.7 
lance on current account . — 28.4 — 16.2 - 23.0 — 0.8 - 31.8 
Capital account 
et external financing (a+b+c+d+e). s , 28.4 16.2 23.0 0.8 31.8 
(a) Net external non-compensatory capital . 3 16.3 25.1 30.2 20. 1) 
Direct investment z ‘ : ‘ ‘ 4.5 pie) 7.0 5.7 
Long- and medium-term loans. : : 23 20.2 10.4 10.6 
Amortization payments F : —2.1 —4,3 —4.0 —5.1 
Short-term liabilities .  . | . . 107 =15 13.1 7.3 chat 
Official transfer payments. ; ; , 0.9 3.6 Sy) 1.6 
(b) Domestic non-compensatory capital or assets. IS —4.2 —1.2 - 17 
(c) Errors and omissions . : : : : —2.5 —3.1 —14.7 —4.6 
(fy AllocationSDRs  . .°. .. . a Le = 13 3.7 
(e) Net compensatory movements (increase —) . idee —1.6 8.7 —11.2 —0.2 
Balance-of-payments loans, trade arrears, 
deferred payments, IMF position and 
other liabilities of the monetary authorities 16.2 3.1 27.3 
) Amortization payments . : : d —7.7 —1.9 —16.8 ee ap 
Movements of gold and foreign exchange 
reserves (increase —) . ‘ F 2 4.6 —2.8 —1.8 LA 0.2 
SDRs — i Es = —2.4 


Source: IMF, Balance of Payments Yearbook, vols. 17 and 22. 


cause of higher world prices. Sales of shrimps, 
n the other hand, dropped 15 per cent com- 
ared with 1970 because the considerable rise 
| prices was not enough to make up for the 
rastic reduction in the volume exported (see 
ible 60). 

As already noted, the relative recovery of 
<ports to Central America helped make up for 
ie decline in traditional exports. After two 
sars of steady decline owing to the loss of the 
fonduran market, regional exports rose by 
most 7 per cent. Most of these, as before, 
ent to Guatemala ($43 million), followed by 
osta Rica ($20 million) and Nicaragua ($16 
illion). Although they increased, however, 
gional exports tended to grow less rapidly 
an in 1970, since the decline in the area’s trade 
ith Honduras tended to make industrial com- 
*tition between the remaining countries all the 
sener. Consequently, the drop in intra-area 
ade was one of the reasons why the growth 
ite of the industrial sector was much the same 
: the year before. 

The considerable increase in imports was due 
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* Estimates. 


to the need to supplement domestic economic 
activity with supplies from abroad, though it 
was also affected by the substantial increase in 
public investment and by a less restrictive 
credit policy. The biggest increases were in 
goods coming from outside the CACM, since 
the largest purchases were of intermediate and 
capital goods not produced in the area. 


4. Money and credit 

Since 1969, when El Salvador’s productive 
activities were seriously disrupted, credit policy 
has aimed at removing some restrictions so as 
to make up for the damaging effects of the 
crisis in the CACM on the domestic economy. 

Because it significantly limited the pos- 
sibilities of exporting manufactures and caused 
a reduction in supplies of foreign agriculture 
commodities, this slowing down of the integra- 
tion process affected the development and 
structure of production. Credit policy was there- 
fore designed to encourage self-sufficiency in 
basic grains; at the same time, while maintain- 
ing financial assistance for traditional products 


Table 60. El Salvador: major exports 
Coe ee ee aaa 


Annual growth rates 


1970 1971° — 
cia aes ~e 1968 1969 1970 1971 
Millions of dollars 
Cotton , los 14.5 1995 DP) Died — 14.2 34.5 19.0 19.4 
Sugar : : 4.3 9.1 6.1 TAO) 7.4 —111.6 — 33.0 14.8 By 
Coffee Shas 93:5 89.3 113.8 92.0 —5.4 —4.5 27.4 —19.2 
Shrimps . : 3.6 4.2 5.0 Sys) 4.5 16.7 19.0 6.0 —15.1 
Millions of dollars at 1960 prices ; 
Cotton  l.G 14.8 Ziel 26.0 29.9 —15.9 42.6 DP) 15.0 
Sugar ; : oe 10.2 8.1 6.9 6.4 161.5 — 20.6 — 14.8 —7.2 
Coffee « 1022 106.3 101.2 100.0 94.0 —2.7 —4.8 —1.2 — 6.0 
Shrimps . ; 4.3 32 3.8 4.7 3p) — 25.6 18.8 Zoe —31.9 
Unit value index (1960 = 100) | 
Cotton 96.1 98.4 2.3 89.1 OP) 2.4 —6.2 —3.5 4.0 
Sugar 109.8 89.2 74.9 101.3 115.5 — 18.8 — 16.0 352 14.0 
Coffee 90.4 88.0 88.3 113.8 97.9 —2.7 0.3 28.9 — 14.0 
Shrimps 84.7 AP) Ah BED 112.0 137.7 52.4 2.4 — 15.3 229) 


Source: ECLA, on the basis of official statistics. 
4 Preliminary figures. 


(particularly coffee), marked support was 
afforded to the industrial sector by financing 
stocks, providing additional credit facilities for 
the export of industrial goods, and extending 
normal credit repayment periods. Consequently, 
while loans to and investment in the private 
sector (which make up the major part of total 
credit) increased by an average of more than 
9 per cent per year in the two-year period 1969— 
1970 (compared with 2.4 per cent per year in 
1967-1968), total imports remained more or 
less stationary during the same period, since the 
financial resources of the banking system were 
channelled more towards meeting and solving 
domestic problems than towards financing 
external purchases.'" 

The credit requirements of the public sector 
increased sharply during the 1969 hostilities 
owing to the exceptional expenditure made 
necessary by the abnormal situation in which 
the country found itself. Bank loans amounted 
to $96.4 million, compared with $67.6 million 
in 1968. Subsequently, when the situation re- 
turned to normal and the Government’s 
financial position improved, the financial 
resources provided by the banking system 
dropped by 18 per cent to 78.8 million colones. 

Generally speaking, the increases during 1969 
and 1970 in total bank credits and investment 


‘ Imports fell by 0.6 per cent in 1969 and rose by a mere 
2 per cent in 1970. It is possible, however, that purchases of 
war material were not recorded as imports in 1969 but were 
partly included under the heading of errors and omissions 
in the balance of payments, which showed a negative figure 
of almost $15 million. 


> Estimates. 


(13.7 and 5.7 per cent respectively) reflected tho 
financial requirements of the public sector td 
which reference has already been made. . 

In 1971, the need to maintain credit support 
so as to sustain the level of economic activitt 
became more pressing, because the country’ ” 
exports—a decisive factor in the overall bes 
haviour of the economy—showed signs o} 
dropping. There was an increase in bank cred 
of 13.7 per cent for the public sector and 9.. 
per cent for the private sector. Though a few ob 
the after-effects of the 1968-1969 years conh 
tinued to be felt, the circumstances surrounding 
the development of the economy altered in 
several significant ways. The substantial inn 
crease (12 per cent) in imports, for examples 
stemmed from the need to replenish stocks ana 
replace capital goods that were essential to tha 
proper functioning of the productive systenr 
after four years in which imports had been kepr 
at a fairly low level. The increase in publid 
investment also helped to swell imports. Finallyp 
changes in the credit structure that tended ta 
favour trade, mining and construction activities 
may also have had a bearing on the upward 
trend of purchases from abroad. | 

The 5.2 per cent drop in the net reserves op 
the banking system, which occurred despite tha 
greater inflow of foreign credit, is to be attribu) 
ted to the levelling off of exports and tha 
accelerated growth of imports. 

For the past three years, the banking 
system’s increased capacity for credit expansion 
has been due to an increase in the private 
sector’s liabilities, especially in the form or 


132 


xed-term and savings deposits which in 
tober 1971 stood at 338.9 million colones, 
) per cent higher than in 1970. The reason for 
lis appears to be the country’s slower economic 
rowth, with private investment rising slowly 
nd some reluctance to invest in directly 
roductive activities being displayed. 

It may be that the financing of stocks (par- 
cularly of coffee) had a favourable effect on 
le incomes of consumers by contributing to a 
artial maintenance of domestic levels of pro- 
uction. The difficulty of pursuing this com- 
ensatory policy indefinitely should not be 
yrgotten, however, and there is therefore an 
rgent need to make redoubled efforts to bring 
bout a return to normal trade relations within 
ne CACM and to try to sell off coffee surpluses 
n non-traditional markets. 


West INpIES AssOcIATED STATES!” 
1. Recent economic trends 

The gross domestic product of the West 
ndies Associated States in 1971 was 280 million 
ast Caribbean dollars, which represents an 
icrease of 9 per cent at current prices over the 
revious year. The product has risen by over 
per cent annually for the past three years (see 
ible 61). 

In 1969 the gross domestic product increased 
y 10 per cent, in terms of current prices, owing 
) the growth of export agriculture, construction 
nd tourism. In 1970, however, despite the 
npetus provided by the government sector, 
onstruction and tourism, the growth of the 
roduct declined to about 7 per cent, partly 
ecause of the 22 per cent drop in the product 
f export agriculture. Partial data indicate that 
lis sub-sector declined by a further 2 per cent 
1 1971, but the spurt of activity in other sectors 
elped to improve the growth rate of the total 
roduct. 

The aim of the Associated States’ current 
sonomic policy is to diversify production and 
iminish the relative importance of agriculture 
y promoting tourism. The government sector 
as increased its participation, particularly in 
onstruction. This action to give impetus to the 
conomy has had a favourable impact on 
ommerce, transport and other services. 

As regards movements in the price index 
uring 1971, the only data available relate to 
t. Lucia and indicate an increase of 8.4 per 
nt over the average for 1970 (see table 62). 


12 Antigua, Dominica, Grenada, Montserrat, St. Kitts- 
evis-Anguilla, St. Lucia and St. Vincent. Unless otherwise 
ated, values are given in East Caribbean dollars, at current 
ices. At the exchange rate prevailing before the United 
ates currency devaluation in December 1971, two East 
aribbean dollars equalled one United States dollar. 


Figure XI. West Indies Associated States, 1965-1971 
Semi-logarithmic scale 


EVOLUTION OF THE GROSS DOMESTIC 
PRODUCT AND INVESTMENT 


Millions of East Caribbean 
dollars at current prices 
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In the external sector, the main point to be 
noted is the large deficit on the merchandise 
account. In 1967 this deficit stood at $97 million, 
and in 1970 at $176 million. Because of the drop 
in some major agricultural exports and the 
continuing increases in imports, the unfavour- 
able trade balance in 1971 may well approach 
$200 million. These deficits are offset by inflows 
of investment funds for hotel building, foreign 
loans and grants to Governments, and earnings 
from tourism. The net foreign asset position of 
the commercial banking system has shown a 
positive balance in recent years, even though 
the position may well have deteriorated in 1970 
and 1971. 


2. Major sectors of activity 

(a) Agriculture 

The contribution of the agricultural sector to 
the gross domestic product is provisionally 
estimated at approximately $55 million in 1970, 
a decrease of almost 13 per cent compared with 
the $63 million estimate for 1969. Part-year 
data suggest a further decrease for 1971, thus 
continuing the downward trend which was 
broken only by the 12 per cent increase in 1969. 

This deterioration is mainly attributable to 
the chronic difficulties regarding the Associated 
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Table 62. West Indies Associated States: retail price index of selected States 


‘ ti Grenada St. Lucia St. Kitts- 
Period hae roa February April Nevis-Anguilla 

1964 = 100 1964 = 100 1964 = 100 
1964 i. 100.9" 100.9° 100.0 
1965 100 101.3 104.2 99.9 
1966 104.0 105.5 106.8 100.6 
1967 105.0 111.8 110.2 102.9 
1968 111.0 121.6 114.6 ileal 
1969 116.0 129.9 LU7.2 M7 se 
1970 ae 135.8° sie peats} HRY) 
1971 fe 144.0 AAS 


Sources: United Nations, Statistical Yearbook, 1970, and official publications of respective countries. 


* Average February—December. 
> Average April-December. 


* Average January—April; no data available for remaining months. 


tates’ export production, which consists basi- 
ally of sugar and bananas. Export data show 
hat the increased prices of these two com- 
1odities in 1969 more than offset a decline 
1 the volume of banana exports, while sugar 
utput benefited from the re-entry of Antigua 
ito the export market in the same year. How- 
ver, exports of both commodities declined in 
970, bananas being particularly affected by 
urricanes. It is believed that sugar exports in- 
reased in 1971, but not those of bananas. 
ixports of other items such as cocoa, spices 
nutmegs and mace), arrowroot and copra 
icreased significantly in 1969 and maintained 
hat level in 1970. Data on the areas actually 
lanted with or prepared for the planting of sea 
sland cotton suggest increased output in both 
970 and 1971, and there are reports of in- 
reased interest in this crop on the United 
ingdom markets. If so, this could revitalize 
he agricultural sector (see table 63). 

Exportable surpluses of copra have been 
iminishing since 1967 as its production has 
een increasingly oriented towards the extrac- 
ion of oil for domestic consumption and export. 

Domestic agriculture is estimated to have 
acreased slowly in terms of current values, 
hough not in real terms. Part of this increase 
erives from the export of some “domestic” 
gricultural commodities to growing markets in 
netropolitan countries which have a large West 
ndies immigrant population. 

Except in a few cases, available data do not 
how significant increases in trade in the items 
acluded in the CARIFTA Agricultural Market- 
ag Protocol. It is hoped that in time the coun- 
ries will promote the production of items that 
jill enable them to take advantage of the 
iarket opportunities the Protocol provides. 

Domestic agriculture is receiving a boost 
rom the tourist industry. Several recent studies 


point out the benefits that could be gained by 
the Associated States if they produced more 
food crops to replace their large imports. Pro- 
gress is now being made in this direction, aided 
by soft-loan financing provided by the Carib- 
bean Development Bank. 


(b) Construction 

The construction sector has contributed 
significantly to the rapid expansion of the gross 
domestic product and to the reduction in 
unemployment since 1969. It is estimated to 
have grown by 18 per cent in that year and 
by 23 per cent in 1970. Its share in the gross 
domestic product rose from 13 per cent in 1969 
to 15 per cent in 1970, and is expected to have 
increased further in 1971. 

These trends are the result of the economic 
development policy adopted, which has three 
main objectives: first, to promote tourism in 
view of the absence of significant natural 
resources and the general weakness of agricul- 
ture; secondly, to stimulate the construction of 
the economic infrastructure, which was frankly 
inadequate when the territories assumed the 
political status of Associated Statehood and 
which must be improved in order to promote 
economic and social development, and parti- 
cularly tourism; and thirdly, to solve the 
employment problem, since construction offers 
possibilities for employing the large supply of 
unutilized labour found in most of the terri- 
tories. 

In line with this policy, new roads and air- 
ports have been built and existing ones 
extended, large-scale land development projects 
have been initiated, and electricity, water supply 
and other infrastructure facilities are being 
improved. Important public building pro- 
grammes—including schools and hospitals— 
have also been launched, with external and 
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omestic financing. In the private sector, hotel 
uilding has continued at the rapid rate 
bserved since 1969 and the government sector 
also participating in financing hotel building. 
rovisional data indicate that between 1969 and 
771 the number of hotel beds increased by 
ore than 40 per cent. In addition, the con- 
ruction of private housing and other building 
ork has increased rapidly. 


») The government sector 

The government sector, including public 
tilities, ranks second in importance in terms of 
ontribution to the gross domestic product. It 
as been one of the most dynamic sectors in 
scent years and is rapidly overtaking agricul- 
ire, a trend which continued in 1971. 

This sector accounted for 19.5 per cent of the 
ross domestic product in 1968. The sector’s 
rojected product for 1970 is nearly $54 million, 
hich raises its share to 20.7 per cent. The 1971 
udget indicates a further increase. 

Public expenditure increased from $81 
uillion in 1968 to over $101 million in 1969, and 
lanned expenditure for 1971 was $173 million. 
he growth of capital expenditure, which 
cludes construction projects, has been even 
10re significant and has given a major impetus 
) the construction sector. 


1) Tourism 

Tourism is estimated to have contributed 
8 million to the gross domestic product in 
967, and twice that sum in 1970. The sector’s 
are in the total is estimated to have been over 
per cent in 1971. Recent policy has been to 
lace more emphasis on tourism in those 
rritories or areas where it is least developed, 
1 the interests of greater geographical integra- 
on (see table 64). 

~Accommodation has increased rapidly, out- 
ripping the increase in the number of visitors. 
he concentration of investment resources 1n 
yurism is justified not only because of the 
yreign exchange earnings it obtains, but also 


because its links with other sectors induce 
activity in construction, domestic agriculture, 
commerce, transport, and indeed the economy 
as a whole, while providing jobs for the increas- 
ing numbers of unemployed and additional 
revenue for the Government. The multiplier 
effect this activity is expected to produce will 
naturally depend on the ability of these sectors 
to respond to the new demands or conditions 
that may arise in the future. 


3. The external sector 


Foreign trade in goods has always accounted 
for a high proportion of the gross domestic 
product. By 1967 the value of total trade almost 
equalled the total gross domestic product, and 
in 1970 imports alone represented about 97 per 
cent of that product. Because of the openness of 
the economies of the territories to the outside 
world and their lack of natural resources, the 
development of tourism and construction is 
aoe reflected in increased imports (see table 

5). 
The deficit on the merchandise account has 
continued to grow: it amounted to $176 million 
in 1970, and is estimated to have risen to $200 
million in 1971. This large trade deficit dramat- 
ically points to the need to accelerate the 
diversification of the territories’ economies 
through the development of industries based on 
available local resources. 

Sales of bananas and sugar, the two main 
export items, fell by $12 million in 1970. Cocoa 
exports also declined, but the value of other 
export items, notably spices, petroleum pro- 
ducts and vegetable oils, increased significantly, 
so that the total drop in exports in 1970 was 
only $10.8 million. It is estimated that this 
downward trend continued in 1971. 

The composition of imports remained 
roughly the same from 1965 to 1969. In 1970 
and 1971, however, imports of machinery and 
transport equipment appear to have increased 
at a faster rate than the total, while manufac- 
tures and foodstuffs also increased rapidly. 


Table 64. West Indies Associated States: selected data on tourism 


Unit 1964 1965 1967 1968 1969 1970 
‘umber of tourists® . . Thousands 49.0 106.4 127.7 143.1 161.9 235.6" 
stimated expenditure . Millions of East Caribbean dollars 233 26.0 31.5 34.5 39.0 on 
xpenditure per head . East Caribbean dollars 248.1 244.4 246.5 240.0 240.7 191.0 
ourist accommodation® . Number of beds 2,595 2,648 3,991 4,107 Ae 


Sources: Abstract of Statistics of Leeward and Windward Islands 
d Barbados, No. 2, Statistical Series: 1966; Report of the Caribbean 
‘avel Association, 1968; United Nations, “‘Tourism in the Eastern 
aribbean Islands’, final draft of a document prepared by the 
epartment of Economic and Social Affairs, Centre for Develop- 


ment Planning, Projections and Policies; and data furnished by 
member territories. 

@ Excluding cruise ship passengers. 

> ECLA estimates. 

© Refers to first-class hotels and guest-houses. 
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Table 65. West Indies Associated States: imports and exports 
(Thousands of East Caribbean dollars) 
ee ee 


Year Imports Exports __ Balance 
1960 . 78,649 39,257 39,392 
196Ie= 87,676 41,415 46,261 
1963 . 94,432 45,701 48,731 
1964 . 109,647 46,887 62,760 
1965. . 125,029 53,400 71,629 
19Giae 149,011 51,662 97,349 
1968 . 160,203 55,243 104,960 
196955 190,262 68,554 121,708 
1970° . 234,265 57,842 176,423 


Source: official trade reports of member territories. 
@ For Antigua and Montserrat the data refer to 1968. 
> Provisional ECLA estimates. 


As far as direction of trade is concerned, the 
United Kingdom remains the major trading 
partner of the West Indies Associated States, 
accounting for about 65 per cent of total 
exports and 33 per cent of total imports, 
although it again lost ground in 1970 and 1971 
owing to the persistent decline in banana and 
sugar exports. One notable shift is the area’s 
increased trade with the EEC countries. More- 
over, imports from CARIFTA countries have 
continued to increase, but exports to those 
countries, which declined somewhat in 1968 
and 1969, are expected to decline further in the 
next few years because copra is now being 
processed locally. 

Intra-area trade is still negligible, represent- 
ing about 1 per cent of the total volume of 
trade. 


GUATEMALA 
1. Recent economic trends 

In 1971, Guatemala’s gross domestic product 
grew less rapidly than in 1970 (4.8 per cent as 
opposed to 5.6 per cent), mainly owing to a 
slackening in external demand which had the 
effect of reducing activity in most branches of 
production. 

Although the public sector began to give a 
boost to economic activity through the measures 
contained in the national development plan, 
notably by setting up new public institutions in 
specialized fields, and also markedly increased 
its investment (an increase of 16 per cent during 
the year), this was not enough to offset the 
contraction of foreign trade resulting from the 
drop in exports to Honduras and reduced 
exports earnings from countries outside the 
Central American market. 

As a result of the downturn in the external 
sector, private investment slowed down (grow- 
ing by only 3.7 per cent), and there was a large 
build-up of stocks of manufactures normally 


Figure XII. Guatemala, 1965-1971 
Natural scale 
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together with a slow down in private consump 
tion, which grew by only 3.9 per cent comparedt 
with 4.2 per cent in 1970. Moreover, the effort 
of the public sector to organize national growth 
within the framework of the current develop-) 
ment plan did not lead to any major increas 
in general government consumption expendi- 
ture, because its efforts were focussed ont 
reorganizing institutions rather than on actually, 
expanding the apparatus of government. 

As regards domestic supply, output increase 
only in the agricultural sector, which continue 
the recovery begun in 1970, and in construction, 
which was promoted by the rapid expansion of| 
public investment. Production in other sectors} 


'S The increase in stocks also covers the stocks of 
agricultural products for domestic consumption require 
to make up the stocks depleted owing to the supply shortages 
of the previous crop-year. 
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flected the discouraging effect of the contrac- 
on in the purchasing power of exports, with 
dustry, transport, commerce and _ finance 
gging behind their usual rates of growth (see 
ible 66). 

Total supply grew by 4.6 per cent in 1971, 
»mpared with slightly over 6 per cent in 1970, 
3 the somewhat modest growth rate of the 
roduct was accompanied by aft increase of 
nly 3.7 per cent in imports of goods and ser- 
ces (as opposed to 9.3 per cent in 1970). The 

Ow growth of imports was due to a slackening 
| the pace of merchandise imports, which 
rew by less than 2 per cent as a result of the 
uggishness of economic activity. In contrast, 
<penditure by Guatemalan tourists abroad 
nd imports of services expanded by 12 per cent 
| real terms, mainly owing to the elimination 
f restrictions that had been in effect for some 
ears, and continued to have an adverse effect 
n the balance of payments (see table 67). 

In the final analysis, the drop in exports, 
oming after the rapid upward trend of recent 
ears, was the main factor in the creation of a 
onsiderable deficit on the current account, 
hich had achieved a relative degree of balance 
1 1970. 

All these circumstances helped to check the 
sing trend of domestic prices which has been 
1 evidence for some time. The indexes available 
p to September 1971 indicate a price rise of 
ss than | per cent, compared with 2.4 per cent 
1 1970. A factor that helped to relieve inflation- 
ry pressures was the increase in the supply of 
gricultural goods and manufactures for 
omestic consumption, the former owing to 
irger harvests and the latter owing to the 
ifficulties experienced in exporting to the 
‘entral American Common Market. Other no 
‘ss important factors were the facts that 
1come increased less in 1971 than in earlier 
ears and that there was a cutback in spending, 
s is clear from the considerable rise in non- 
ionetary deposits in the banking system and 
1e stagnation of credit. It may thus be con- 
luded that price rises were due exclusively to 
ie imported components of supply and 
-aditional inflexibilities in the marketing of 
oods. 


2. Major sectors of activity 

In contrast to the situation in recent years, 
griculture in 1971 experienced favourable 
imatic conditions and received a greater 
1easure of institutional support. As a result, 
1e agricultural product grew by almost 4 per 
snt, even though some areas were affected by 
1owers of volcanic ash. 

Agricultural production for domestic con- 


sumption was stimulated by the programme to 
expand the cultivation of cereals in the high- 
lands. This programme is part of the national 
development plan and is designed to raise 
yields, expand the area under cultivation and 
increase employment. These objectives were 
partly achieved in 1971, when it proved possible 
to cover domestic demand for cereals, eliminate 
imports, and provide more employment in the 
highlands: quite the opposite of what happened 
in the economy as a whole. In this connexion, 
it is planned to organize activities in the high- 
lands as a means of reducing the seasonal 
migration of between 200,000 and 400,000 rural 
workers to the coastal plains, thus improving 
the situation of the labour market. It is believed 
that some progress was made in 1971 towards 
the final goal of retaining 25,000 rural workers 
in the highlands, not only as a result of the 
agricultural programme, but also as a result of 
the construction of roads and other public 
works. 

The increase in the sugar quota on the United 
States market and the expansion of industry 
also helped to stimulate the production of 
goods for domestic consumption. Incentives for 
replacing imports, combined with favourable 
weather, also helped to promote production of 
agricultural commodities (see table 68). 

Export crops also showed a substantial 
improvement. Although world coffee prices 
were lower than in 1970, they remained at high 
levels and stimulated a 3 per cent increase in 
production. Thanks to favourable weather, the 
cotton crop at least showed signs of recovery 
after a long period of contraction, and cotton 
output rose by 2 per cent despite the fact that 
the area under cotton was again reduced. One 
of the factors responsible for the increase in 
output is probably the fact that the least 
efficient producers with less financial capacity 
have now withdrawn, which means that greater 
use was made of insecticides and fertilizers. 
However, the persistence of pests and the 
increased cost of inputs raised production 
costs per hectare, and if these trends continue 
future cotton exports may be jeopardized. 

Output of bananas grew moderately com- 
pared with the large increase of previous years, 
owing to the fact that the plantations relocated 
in the north some five years ago have stabilized 
and there do not appear to be any new expan- 
sion programmes that might increase exports. 

Certain new export-oriented agricultural 
activities were undertaken with favourable 
results, although all were on a small scale, for 
example the cultivation of garden vegetables 
and fruit (mostly for the Central American 
Common Market) and tropical flowers for the 
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Table 68. Guatemala: value of production of principal agricultural commodities 


(Millions of quetzales at 1960 prices) 


1967 1968 1969 
xport 
oa ; 32,292 36,277 32,478 
Bananas 9,555 13,062 15,652 
Green coffee . 72,656 79,774 81,422 
Cotton-seed 7,258 8,537 7,657 
For domestic consumption 
Unhulled rice . 2,090 2,278 2,409 
Sugar cane 14,057 12,885 14,336 
Beans 22,745 23,216 23,520 
Maize 34,185 33,705 34,474 
Livestock production 
Beef 19,067 17,211 18,556 
Pork 22,684 25,238 2 as 
Poultry . 9,366 10,147 10,066 
Milk 28,306 30,272 30,167 
Eggs 25,691 28,437 28,676 
Source: Banco de Guatemala. > Estimates. 


® Preliminary figures. 


United States market. In some cases, these are 
experimental projects, but the prospects seem 
encouraging, for in 1971 they produced exports 
valued at $3 million. 

Livestock production is estimated to have 
continued the rapid upward trend of recent 
years, owing to the extraordinary 40 per cent 
increase in the current value of exports of meat 
to the United States market. Matters of some 
concern, however, are the high rate of slaughter- 
ing and the fact that domestic demand was not 
satisfied because of the large volume of exports. 
In some areas, such as Guatemala City, this 
has led to pressure on prices for livestock 
products. 

Notable among the public sector’s efforts to 
promote agriculture is the establishment and 
entry into operation of three new institutions, 
which are operated in co-ordination by the 
Ministry of Agriculture. The first of these is the 
Agricultural Development Bank (Banco de 
Desarrollo Agropecuario—BANDESA), which 
was formed from departments in a number of 
existing institutions, such as the Production 
Development Institute (Instituto de Fomento 
de la Producci6dn—INFOP), the National 
Agrarian Bank (Banco Nacional Agrario), the 
Inter-American Co-operative Supervised Agri- 
cultural Credit Service (Servicio Cooperativo 
Interamericano de Crédito Agricola Super- 
visado—SCICAS), etc., responsible for chan- 
nelling public sector credit assistance. 

The other two institutions are the Directorate- 
General of Agricultural Services (Direccién 
General de Servicios Agricolas—DIGESA) of 


the Ministry of Agriculture, whose mainj 
functions are promotional activities, researcht 
and training, and the Agricultural Marketingg 
Institute (Instituto de Comercializacién Agro- 
pecuaria—INDECA), formed from depart- 
ments in other bodies with the purpose of 
regulating the supply of agricultural commodi- 
ties. 

Although their influence was not felt in 1971, 
a number of important agricultural projects: 
were completed, in particular in the Valle de lat 
Fragua where a further 6,000 hectares werek 
added to the irrigable area. These projects 
should mean that Guatemala now has 26,000 
hectares of land capable of being irrigated. 

Manufacturing was affected by the contrac-} 
tion of exports to the Central American market} 
and grew by only 6.1 per cent in 1971, compared| 
with 8.4 per cent in 1970. The traditional] 
industries, together with metal-transforming,, 
were the most dynamic branches of manufac-} 
turing, the growth of metal-transforming being 
due to industrial and government demand for} 
intermediate products (particularly rolled sec- 
tions for construction). The paper industry 
substantially raised its growth rate with the 
entry into operation of a plant producing card- 
board boxes for bananas. A fertilizer plant in 
which Mexican capital is involved was also 
completed. 

Owing to the slow growth of incomes, 
domestic demand for manufactures was not 
sufficient to offset the drop in exports to the! 
Central American market, which therefore led 
to increases in stocks of manufactures. In the 
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se of textiles, clothing and footwear, for 
ample, producers estimate that their stocks 
ve risen to the extent of 12 million quetzales. 
fforts were made to dispose of the surpluses 

manufactures in new markets—Panama, 

exico and the Caribbean—but they met with 
tle success owing to strong competition from 
roducers in other countries. 
There was no further progress on the mining 
d metal production project planned to 
velop Guatemala’s large nickel deposits, as 
gotiations between the entrepreneurs and the 
blic sector failed to reach final agreement on 
count of differences regarding the way the 
terprise is to be financed and the guarantees 
be provided by the Government. It should 
noted that this project is one of the most 
portant components of the national develop- 
ent plan and is of great importance for the 
ture industrial expansion of the country. 
It also proved impossible to settle arrange- 
rents for implementing a number of other 
nportant industrial projects designed to 
romote manufacturing activities, such as the 
eh for pulp and paper, chemical fibre and 
ment plants. 
Construction made a marked recovery in 
971 over its stagnation of earlier years, owing 
ot only to the rapid expansion of public invest- 
vent (much of which was in construction 
ctivities), but also to the preference shown by 
rivate investors for real estate. 

Other activities were affected by the sluggish 
rowth of demand and the unfavourable 
evelopments in the external sector. Such 
aditionally thriving sectors as_ transport, 
nance and commerce grew only modestly in 
971, despite the increase in public spending, 
nd this had an effect on the income of much 
f the labour force in these sectors. The product 
f the electricity sector grew by only 4.6 per 
ent, in contrast to the substantial growth rates 
f earlier years. This was due to the fact that 
ome large-scale projects were completed in 
970, while no new electric power plants came 
ito operation in 1971. Considerable progress 
as made, however, in the construction of the 
ream power plant at Escuintla and in other 
rojects, in which $8.5 million have been 
vested, mostly by the public sector. 


3. Public finance and credit 
Although the economy as a whole grew 
ather sluggishly in 1971, there was a sub- 
antial recovery in public investmeni, which 
ent up by 16 per cent in real terms after three 
ears of stagnation, and the budgetary deficit 
f the central Government did not rise above 
1c 1970 level. The increase in public investment 


was due to the favourable conjuncture of 
Increased financing capacity and an adequate 
supply of investment projects, partly as a result 
of public sector activities connected with the 
national development plan. 

In terms of financial inflow, while in 1971 
the central Government’s current income in- 
creased by over 5 per cent, it had increased by 
10 per cent in 1970 owing to the boom in coffee 
exports and increases in stamp duties and taxes 
(see table 69). Direct tax revenue contributed 
little to expansion in 1971 because the downturn 
in domestic activity and the weakening of 
exports affected taxable personal income. 
Moreover, only some of the measures to 
improve income tax collection were put into 
effect. These measures were designed to ensure 
that government financial capacity was suffi- 
cient to cover the requirements of the develop- 
ment plan. Those actually implemented include 
the elimination of certain income tax exemp- 
tions, the organization of a register of taxpayers 
on the basis of individual identification, and 
the training of tax auditors, of which there are 
still not enough. 

Fiscal revenue from indirect taxation as a 
whole did not improve substantially either in 
1971. Apart from stamp duties (which rose by 
9 per cent) and import duties (up by 8 per cent), 
the other items moved sluggishly, revenue from 
export duties shrinking by 28 per cent, mainly 
owing to the contraction of coffee exports. 

In order to carry out its ambitious public 
work programme—mainly highways (in which 
it invested 8 million quetzales), electrification 
studies and projects, irrigation (11 million 
quetzales), and social projects—the Govern- 
ment had to resort to an increase in external 
and, to a lesser extent, domestic financing, 
contracting fresh loans abroad and _ using 
existing credit lines for a net value of $20 
million, all on terms in line with its policy of 
extending the average length of repayment 
periods for external commitments. 

The increase in the liquidity of the banking 
system at the domestic level in 1971 raised the 
domestic debt by a net figure of 7 million 
quetzales, including a loan issue of 16 million 
quetzales, whereas in 1970 domestic liabilities 
had been paid off. 

Domestic credit used by the central Govern- 
ment for its financial requirements was the only 
component of bank credit which showed an 
increase in the first nine months of 1971, com- 
pared with the same period in 1970, and hence 
for the second year in succession the amount 
of credit granted by the banking system to the 
private sector remained unchanged. In 1971, 
however, this was due to the falling off of com- 
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Table 69. Guatemala: income and expenditure of the central government 
(Millions of quetzales) 


1967 1968 1969 1970 1971 
income ; , : é 124.0 136.4 149.7 165.2 174.2 
oe : : : : 109.9 12257, 134.2 147.8 151.8 
Income tax 2 : ; ; 14.0 16.0 16.6 18.6 19.3 
Property tax. : : : 4.3 5.6 5.0 Ske) ay 
Alcohol and tobacco. ; : 18.5 19.9 IAAT 22.6 21.8 
Stamp duties . : ; j DDE 30.6 32.8 35.6 38.9 
Petroleum products . : ; 10.0 9.8 10.9 25) 1s 
Foreign trade . . , E 30:3 34.3 39.8 46.1 46.2 
Other. : ; : ‘ 5.5 6.5 7.4 7.9 8.2 
Non-tax income . 2 3 : 14.1 13-7 15-5) 17.4 22.4 
Current expenditure . ; 2 , 118.5 119.0 129.4 147.8 143.1 
Operating expenditure . : ‘ 105.8 104.9 114.8 1325 Ate 
Transfers . : : : : 207 14.1 14.6 1333 BS 
Public investment. : : : 32.9 31.0 34.9 41.2 DOES 
Financing 
Current saving . ; : , 56) 17.4 203 17.4 31.1 
Net indebtedness . , : : SET, 9.6 GPE 18.1 26.9 
Internal . ; ; : ; —4.1 —2.6 Dal —6.4 6.9 
External . : . : , 17.8 122 11.6 24.5 20.0 
Transfers and other income . ; De Dp. ee 0.8 DE 


Source: ECLA, on the basis of official statistics. 
* Preliminary figures. 


mercial and industrial activities, and not to the 
performance of export agriculture, as it was in 
1970. In this respect, the difficulties faced by 
the banking system in placing its funds—which 
increased virtually exclusively on the basis of 
non-monetary deposits'+—are an indication of 
the sluggishness of the growth of the economy 
as a whole. 

Because of the substantial increase in total 
deposits by the public, which rose from 254.2 
million quetzales in 1970 to 298.3 million in 
1971 (an increase of 17 per cent), the virtual 
halving of the total amount of rediscounting 
and bank advances, which fell from 43 to 24.3 
million quetzales (showing that the public made 
less use of credit), the weakness of private 
investment, and the expansion of liquidity in 
the banking system, the final result was that 
deposits by the public eventually accounted for 
79 per cent of the financing of the banking 
system in 1971, compared with 72 per cent in 
1970. 


4. Foreign trade and the balance of payments 
The current value of Guatemala’s exports of 


‘4 Non-monetary deposits by the public increased by 
14 per cent in 1971, and thus remained the principal 
component in the expansion of the means of payment, 
representing as much as 19 per cent of the gross domestic 
product. It is thought, however, that this rapid growth in 
deposits will not be matched by a larger amount of credit 
in the hands of the public, and will therefore further increase 
the liquidity of the banking system. 


goods, which rose by over 12 per cent annually ! 
in the period 1968-1970, fell by 2.5 per cent in 
1971, owing to the decline in exports to the? 
Central American market (down by $13} 
million) and the drop in coffee exports (down | 
by $7 million).° 

It is estimated that the unit value of mer- 
chandise exports as a whole dropped slightly) 
(by less than 3 per cent), owing to the slackening § 
in sales of goods with a high unit value such as 
manufactures, and the decline in prices for 
coffee, chicle, and bananas, which were not 
fully offset by higher prices for fresh meat and | 
essential oils. Income from tourism, which the 
national development plan aims to increase, did | 
not reach the anticipated level. 

Exports to Central America, which have been | 
the most dynamic component of Guatemala’s 
exports ever since the establishment of the 
Common Market, were seriously affected, first 
by the measures restricting free trade imposed 
by Honduras early in the year and later by the 
agreements concluded between Guatemala, El 
Salvador, Nicaragua and Costa Rica aimed at 
protecting their domestic production in view 
of the reduction of the regional market. 
Preliminary estimates indicate that Guatemala’s 


_'* The United States tariff restrictions did not have a 
direct effect, as most of Guatemala’s exports (94 per cent by 
value) to the United States market are in any case subject 
to quotas, and some of the other export products were not 
covered by the restrictions. 
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ports to Honduras fell from a value of $28 
Ilion in 1970 to $9.7 million in 1971. Imports 
m Honduras also fell, dropping from $5 
Ilion in 1970 to $2.2 million in 1971. The 
uction was partly offset by the increase 
exports to other Central American countries, 
hough this cannot be taken as setting a trend 
at will continue in the future. 

The volume of coffee exports grew slightly 
1971, but coffee prices—though still high 
mpared with the average for the period 


1966-1970—dropped by 9 per cent from the 
extraordinarily high level of 1970 (see table 70). 
The current value of exports of coffee beans 
consequently fell by 8 per cent, compared with 
an increase of 23 per cent in 1970. This reflects 
the impact on the world market of the con- 
traction in Brazilian supply, caused by natural 
disasters some two crop-years previously and 
its subsequent recovery. 

Exports of cotton—mainly to Japan— 
recovered by 10 per cent owing to an increase in 


Table 70. Guatemala: exports of selected products 


Annual growth rate 


1967 1968 1969 1970° 197]° 
1968 1969 1970 OTE 
Millions of quetzales 
otal 203.9 233.4 262.5 298.3 290.8 14.5 12.5 13.6 —2.5 
offee 68.4 73.4 81.5 100.6 92.9 ed 11.0 23.4 = fell 
otton : 30.4 40.1 39.3 26.5 29.1 31.9 —2.0 — 32.6 9.8 
unanas . : f : a 14.1 18.9 20.5 21.4 sje} 34.0 8.5 4.4 
‘esh meat : é . 8.0 8.6 12.0 PRY 17.8 TS 39.5 5.8 40.2 
Iear : : : 8.9 8.0 6.7 9.2 10.7 —10.1 — 16.2 373 16.3 
ardamom i. . : 2:3 1.9 25 4.0 4.0 —17.4 31.6 60.0 — 
shand shrimps. : Ae) 0.9 17 2.8 3.0 —59.1 88.9 64.7 el 
ssential oils : ‘ 201 1.7 1.8 23, 2.0 —19.0 ao) 27.8 — 13.0 
picles |; : 5 : 1.8 NES) Le? 1.6 1.8 —5.6 = —5.9 We) 
yluble coffee . F 1.2 1.2 1.4 2.0 23 — 16.7 42.9 15.0 
ther exports . : ; 11.6 10.9 Wi Ba Sei 16.7 — 6.0 2.8 223 IDES) 
<ports to the Central 
American Common 
Market 57.8 70.9 83.8 102.4 89.1 OF 18.2 222 0 
Millions of quetzales at 1960 prices 
tal 212.4 251.0 279.3 Zidee 271.8 18.2 AES —2.9 0.2 
offee 75.8 88.0 93.0 88.7 89.5 16.1 ae —4.6 0.9 
otton ; 28.4 Bye) 36.4 24.6 27.0 13.4 13.0 —32.4 9.8 
unanas . ‘ ‘ . 6.3 10.3 13.0 13.0 14.2 63.5 26.2 _ 9.2 
‘esh meat : : : 3.3 3:5 5.0 4.9 5.8 6.1 42.9 —2.0 18.4 
war. : ; ; 6.0 Sis) 4.5 5.5 sa —8.3 —18.2 22.2 — 
sh and shrimp ’ 1.9 0.7 ite 1.8 PAI — 63.2 S71 63.6 16.7 
sential oils. : : hg) 1.4 ED 1.4 12 —364 —14.3 16.7 — 14.3 
pile. 3 : i 1.6 iS) a9) 1.4 ip) = 6.2 46.7 — 36.4 S587) 
sluble coffee . : : Ds 2.3 2.9 Se) 3.8 —_ 26.1 10.3 18.8 
ports to Central America 
and other regions . 84.6 105.6 120.0 126.7 119.3 
Unit value indexes (1960 = 100) 
tal 96.0 93.0 94.0 110.0 107.0 —3.1 il 17.0 —2.7 
i ffee 90.2 83.4 87.6 113.4 103.8 —7.5 5.0 PANS) —8.5 
»tton 107.0 124.5 108.0 107.7 107.8 164 —13.3 —0.3 0.1 
inanas . 145.8 Bis 145.4 157.7 150.7 —5.7 S/ 8.5 —4.4 
esh meat 23967 243.7 240.0 259.2 306.9 1.7 —1.5 8.0 18.4 
igar F ; 148.9 144.4 148.9 167.3 AG —3.0 Sel 12.4 See 
sh and shrimp Mey 127.4 154.5 155.6 142.9 8.2 21.3 0.7 —8.2 
sential oils 95:7 Nil gess 150.0 164.3 166.7 22.6 GES) 9.5 5 
ticle : 110.1 114.1 Tee 114.3 94.7 3.6 —32.3 47.9 —17.1 
luble coffee . 51.4 51.4 48.3 62.5 60.5 — —6.0 29.4 —3.2 
> Estimates. 


Source: ECLA, on the basis of official statistics. 
® Preliminary figures. 
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domestic supply. Banana exports grew at the 
rate anticipated, given the limitations of the 
external market, to which supply must be 
adjusted. 

The most dynamic export item in 1971 was 
meat, the value of which at current prices rose 
by 40 per cent due to the 18 per cent rise in 
prices on the United States market, where there 
is a possibility that Guatemala’s existing quota 
will be expanded. The value of sugar exports 
again rose (by 16 per cent) in 1971, as 
Guatemala’s sugar quota on the United States 
market was expanded. It should be noted that 
Guatemala’s sugar production is organized in 
a very special way and has a broad margin of 
idle capacity which enables it to respond rapidly 
and flexibly to external stimuli. 

The unit value of imports rose in 1971 owing 
to the inflationary trend of the world manu- 
factures market. The over-all increase of 5.3 per 
cent in the current value of merchandise 
imports is made up of a 3.6 per cent increase in 
prices and a 1.6 per cent increase in volume. 

The decline in exports and the modest rise in 
income meant that imports of consumer goods 
in 1971 increased by only 3 per cent, compared 
with 11 per cent in 1970. It is significant that 
the rate of growth of imports of raw materials 
and intermediate goods, which are an essential 
component of economic growth, slowed appre- 
ciably in 1971, when it rose by only 4 per cent 
as opposed to 15 per cent in 1970 (see table 71). 

Imports of capital goods also reflected the 
sluggishness of domestic activity. The recovery 
of public investment, mainly for new con- 


Table 71. Guatemala: c.i.f. imports of goods, by economic groups 


Millions of quetzales 


struction, did not require large imports off 
capital goods, while private investment, whic 
generally has a high capital goods component} 
grew only modestly. As a result, capital goods! 
imports grew by only 4 per cent (7 per cet 
in 1970), consisting mostly of purchases ¢ 
equipment for agriculture because of tl 
acceleration in the growth of the agricult 
sector. Imports of services continued the ste 
upward trend that started in 1970 and grew b 
15.6 per cent in 1971 (19.8 per cent in 1970 
mainly as a result of the rise in spending 
tourism as a consequence of the lifting o 
exchange restrictions. 
The downturn in exports of goods and thei 
rise in spending by national tourists abroad 
were the two principal contributory factors ini 
the current account deficit in 1971, which camel 
after two years of surpluses. Net external facto; 
payments grew by $5 million in 1971 and were 
equivalent to 10 per cent of exports of goo 
and services (5 per cent in 1965). Althou 
income from transfers increased by 47 per cent 
the current account deficit amounted to $27 
million (see table 72). | 
A notable feature of the financing of thei 
external current account deficit was that net} 
direct investment was higher than the outflow of) 
private short-term capital, which mainly cons) 
sisted of the repayment of supplier cred ; 
Similarly, in accordance with the national 
development plan, the public sector considered 
it expedient to extend repayment periods andk 
showed a preference for long-term liabilities. 
It is estimated that $34 million was allocated,| 


Annual growth rate 


1969 1970 1975 1970 1971 
Total . 262.9 292.4 302.9 11.2 3.6 
Consumer goods . 78.9 87.5 90.3 10.9 30 
Non-durables . 54.3 60.2 62.1 10.9 Jem 
Durables . 24.6 27.3 28.2 11.0 3.3 
Raw materials 94.0 108.3 /WPRS\ 152 3.9 
Metals hile? 12.4 12.9 10.7 4.0 
Non-metallic 82.8 96.0 99.6 15:9 3.8 
Fuels and lubricants 12.0 12.0 12.4 — a 
Construction materials . 17.9 18.5 19.] 3.4 3.2 
Capital goods 
Machinery, equipment and tools . Se) 61.4 63.8 6.8 3.9 
For agriculture. : ; oho) 5.7 6.0 3.6 523 
For industry . : : ; 38.4 43.0 44.6 12.0 357 
For transport and communications 13.6 1207 1S'2: — 6.6 3.9 
Miscellaneous. ; : ; Dell 4.7 4.8 74.1 | 


Source: ECLA, on the basis of official statistics. 
* Projection based on the figures for nine months. 
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Table 72. Guatemala: balance of payments 
(Millions of dollars) 
stats. Aiea TL 


1960 1965 1969 1970 1971* 
urrent account 
ie oF ae and services . iW} 226.1 303.2 350.9 346.4 
Sa : 115.9 192.1 262.5 298.3 290.8 
ervices : : 15.6 34.0 40.7 52.6 55.6 
Imports of goods and services . 152.1 256.7 298.6 335-5 360.6 
Goods f.0.. 124.8 206.1 240.9 266.6 280.7 
Services , : : 2753 50.6 Si 68.9 79.9 
Net external investment income —5.0 —11.5 — 30.9 — 33.1 - 38.1 
Net private transfer payments . 0.1 3.5 12:5 17.0 25.0 
Balance on current account —25.5 — 38.6 — 13.8 -- 0.7 - 27.3 
apital account 
Net external financing (a+b+c+d+e) Pe 38.6 13.8 0.7 ies 
(a) External non-compensatory capital 40.2 63.6 29.4 49.2 | 
Direct investment . : 16.8 14.1 24.4 BUSS: 
Long- and medium-term loans . 11.1 49.7 71.0 77.8 
Amortization payments —7.0 —24.1 — 50.6 —44.4 
Short-term liabilities ‘ipa! 4.8 19.9 ~16.9 -1.6 ey 
Official transfer payments 2 ; 14.5 4.0 US 0.9 
(b) Domestic non-compensatory capital or assets. —0.8 —0.3 —0.6 — 20.9 
(c) Errors and omissions . —6.2 —20.9 —7.2 — 13.6 
(d) Allocation of SDRs ; ae e. bs 42. 3.9 
(e) Compensatory financing (increase — ) : —7.7 —3.8 —7.8 —18.2 —17.4 
Balance-of-payments loans, trade arrears, 
deferred payments, IMF position, and 
other liabilities of the monetary authorities 27 8.9 11.8 
Amortization payments : E —0.4 —3.9 — 13.5 me hs as 
Movements of gold and foreign exchange 
reserves (increase — ) —10.0 —8.8 —6.1 —4.6 —5.5 
SDRs - a — —2.0 —6.5 
Source: International Monetary Fund, Balance of Payments 4 Estimates. 
earbook, vols. 17 and 22. 
jainly for financing the construction of public de Promociédn de _ las  Exportaciones— 


orks, while the Government paid $26 million 
1 respect of amortization, so that the net inflow 
jas $8 million. As new short-term official and 
ank indebtedness was offset by repayments of 
his type of debt, the net result on the capital 
ccount was an increase in reserves. . 


5. Principal policy measures 

A preliminary over-all appraisal of the pro- 
ress achieved in planning indicates that the 
argets set have been partly achieved as regards 
ublic capital formation, the improvement and 
xpansion of institutions, programme budget- 
ng, and to a lesser extent the implementation 
f the agricultural plan in the highlands. All 
hese measures, however, were not enough of an 
acentive to stimulate private activities to 
acrease the rate of capital formation and 
xpand production. 

In addition to the institutions directly con- 
ected with agricultural development referred 
> above, it is interesting to note the establish- 
nent of another new agency, the National 
xport Promotion Centre (Centro Nacional 


GUATEXPRO), whose main function is to 
promote Guatemalan exports, especially of 
manufactures. This agency fills a clear gap in 
the instruments available to the public sector 
to promote industrialization, and it is to be 
backed up by the establishment of a financial 
corporation (CORFINA) to channel public and 
private resources towards the promotion of 
manufactures, and by the restructuring of the 
National Centre for Development, Training 
and Productivity (Centro Nacional de Desar- 
rollo, Adiestramiento y Productividad). 

Noteworthy among other efforts to facilitate 
the implementation of the national develop- 
ment plan are the measures taken to extend the 
average repayment period of the external debt 
by reducing the proportion of short-term 
liabilities. 

GUYANA 
1. Recent economic trends 


Guyana’s gross domestic product, valued at 
current factor cost, increased in 1971 by 6.8 per 
cent, which is higher than the rate for 1970 but 
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lower than the average annual rate (7.6 per 
cent) for the period 1965-1970. Using the 
consumer price index to deflate the gross 
product so as to gain an appropriate picture in 
terms of constant prices, the real growth of the 
economy in 1971 is estimated to have been 
around 4.6 per cent. All sectors except forestry 
shared in the increase, with agriculture, con- 
struction and mining growing at higher rates 
than the economy as a whole. 

Agriculture has recovered from the depressed 
level of 1970, achieving an estimated 12 per 
cent growth rate, at current prices, due mainly 
to a substantial increase in sugarcane output. 
Construction grew by more than 9 per cent, 
but this increase was significantly lower than 
that recorded over the past five years. The 
mining sector maintained its position as the 
largest contributor to the gross domestic pro- 
duct, achieving a growth rate of 7.6 per cent. 
Manufacturing grew by 7 per cent, or roughly 
the same rate as the over-all economy, and its 
contribution to the gross domestic product 
continued to be just over 12 per cent (see table 
13): 

Gross fixed capital formation, which had 
increased by 14 per cent in 1970, fell to a little 
over 10 per cent in 1971, mainly because of a 


Figure XIII. Guyana, 1965-1971 
Semi-logarithmic scale 


EVOLUTION OF THE GROSS DOMESTIC 
PRODUCT AND INVESTMENT 


Millions of Guyana dollars 
at current prices 


GROSS DOMESTIC 
PRODUCT 


100 a 
GROSS DOMESTIC 

300 INVESTMENT 

200 IMPORTS OF GOODS 


A 


EXPORTS OF GOODS 


148 


reduction in investment in the mining sector. | 
Consumption expenditure increased by 7.2 per | 
cent, so that total domestic expenditure rose 
by 3.3 per cent (see table 74). 
In the external sector, exports seem to have 
increased, and imports seem to have decreased, ] 
Full-year projections based on foreign trade | 
statistics indicate some surplus on merchandise } 
account, with consequent favourable effects on 
the balance of payments. | 
Two major economic decisions were adopted |} 
in the course of the year. The first and perhaps |} 
the more important of the two was the acquisi- | 
tion by the Government of a majority share in | 
the bauxite industry. The second was the | 
devaluation of the Guyana dollar'® to the same |} 
extent as the United States dollar, in order to” 
maintain the pre-devaluation parity with that | 
currency. 


2. Some developments in economic policy 


The policies now being implemented are— 
designed to extend control over the economy 
with a view to stimulating economic restructur-_ 
ing and import substitution. 

In July 1970 the External Trade Bureau was || 
set up to handle trade with non-traditional | 
markets (such as the countries with centrally-— 
planned economies) and to help stabilize con- | 
sumer prices. In 1971 its functions were | 
extended to include imports of certain food- | 
stuffs and all drugs and chemicals. 

In the course of the year, the Government 
acquired the larger of the two bauxite and 
alumina mining companies, in line with its” 
policy of achieving greater control over the 
country’s natural resources and ensuring that 
the benefits from the exploitation of those 
resources should accrue mainly to the national 
economy. | 

Following the United States’ decision to 
suspend the free convertibility of the dollar into 
gold and to impose a 10 per cent surcharge on 
imports, the Guyana dollar appreciated to 
around 4 per cent above the prevailing official 
rate. On 22 December 1971, however, the 
Guyana dollar was devalued by the same 
amount as the United States dollar. Among 
the main reasons for adopting this measure 
were the facts that a significant and growing 
proportion of Guyana’s trade, both imports 
and exports, is conducted with the dollar area, 
and its considerable bauxite exports are mainly 
sold in that currency. | 

The Government recently decided to re- 


'® Unless otherwise indicated, all values are expressed in 
eee dollars, which are equivalent to 50 United States 
cents. 


Table 73. Guyana: gross domestic product at factor cost, by sector of economic activity 


Millions of Guyana dollars Structure Annual growth rates 
(percentages) (percentages) 
1965 19708 1971 1965 1970 197] tA 1070 a Ai o7 
1970 
sriculture , 68.5 79.6 89.4 20.9 
yrestry and fishing . (3.06 se eok76 4.0 se she te fie te 
ining and quarrying 54.0 89.8 96.6 1G4ee- 19.04 119] L0:?-4nia4 dane. 
anufacturing. eee AST i AT Ocean Alo 13. Give MV sloeenclos 60s ui Tatet GO 
‘ansport and communications . 21.3 pig | 28.8 6.5 5.9 Sa7 5.4 ie 4.0 
ynstruction Hl 403 Ad 50°) 1G Smee 600138 92 
>mmerce it : . 39.4 Spee) 56.6 12.0 11.6 12 6.9 5.2 29 
wnership of dwellings, financial . 
and other services . S2i1 44.1 45.8 9.7 9.3 9.1 6.6 8.6 3.9 
overnment 40.2 61.6 64.9 12 13.0 1229 8.9 11.6 5.4 
tal 328.3 472.8 504.9 100.0 100.0 100.0 7.6 6.0 6.8 


SouRCE: ECLA, on the basis of information supplied by the 
utistical Bureau. 


* Provisional figures. 


Table 74. Guyana: consumption and investment expenditure 


Thousands of Guyana dollars 


Annual growth rates 


1965 1970° 1971" 1965-1970 1970 1971 
ynsumption expenditure 294.9 419.8 450.1 eo 6.7 ee 
Private 240.5 328.1 353.4 6.4 4.5 Ted) 
Public 54.4 Ole7 96.7 11.0 15.8 5.4 
vestment ; 80.6 117.8 105.0 US 13.8 —10.9 
Change in inventories . 10.6 6.2 5.0 — 10.2 ORT —19.4 
Gross fixed capital formation 70.0 111.6 100.0 9.8 1379 —10.4 

Private ae 58.4 30.0 5.4 — 48.6 
Public*® ; ae Dore 70.0 9 24.9 3105 
ital domestic expenditure 375.5) 537.6 Sol 7.4 8.2 Bs8! 


Source: ECLA, on the basis of data supplied by the Statistical 


reau. 
* Provisional figures. 


rganise the rice industry in an attempt to 
imulate production, which has been showing a 
eclining trend. The Guyana Rice Corporation, 
tablished by law in 1969, deals with all 
spects of the industry from agricultural 
search to export promotion, including the 
rovision of increased credit facilities, technical 
ssistance to farmers, and the installation of 
ore up-to-date mills. The increasing impor- 
ince attached to this sector by the Government 
borne out by the increase in capital expendi- 
ire on agriculture from 4.3 million Guyana 
ollars in 1968 to 9.5 million in 1970 and a 
udgeted 20.4 million in 1971. 

The major goals of the new 1972-1976 Five- 
ear Plan which is to be launched in 1972 are 
ie achievement of self-sufficiency in. food, 
using and clothing and the reduction of 
nemployment. To help attain these goals, the 
overnment has announced fiscal incentives 


> Preliminary estimates. 
© Includes public corporations formerly in the private sector. 


mainly designed to encourage investment in 
new labour-intensive industries located in the 
vast hinterland and in the construction of 
housing for the lower- and middle-income 
groups. 


3. Major sectors of activity 

(a) Agriculture 

Sugarcane continues to dominate this sector. 
State production, which accounts for most of 
the total, increased by 10 per cent in 1971 
following a decline the year before, and it was 
mainly responsible for the 12.3 per cent 
increase, at current prices, in the gross agri- 
cultural product. This expansion was due to 
favourable weather conditions, an increase in 
the cultivated area and the absence of major 
labour disputes. The output of rice, the second 
most important agricultural commodity, de- 
clined owing to heavy unseasonable rainfall 
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which seriously hampered harvesting. The 
output of timber, another important agricul- 
tural product, also declined in 1971. 

Available data indicate increases in the pro- 
duction of several minor crops, including items 
on the CARIFTA Agricultural Marketing 
Protocol such as groundnuts, tomatoes, cab- 
bages and pineapples. In addition, as a result 
of the agricultural diversification programmes, 
the commercial-scale production of sorghum, 
soya beans and carrots was initiated. Livestock, 
too, continued to increase (see table 75). 


(b) Mining and quarrying 

The production and processing of bauxite 
and alumina, which are still the main products 
of this sector, grew by 7.6 per cent in 1971 
compared with 4.4 per cent the year before, 
but even so this is lower than the rates for 
several earlier years. It should be borne in mind, 
however, that up to 1969 there were significant 
increases in installed capacity, so it may well 
be that production is once again approaching 
maximum capacity. Available data up to the 
third quarter of 1971 show that bauxite pro- 
duction rose by some 2.8 per cent, while 
alumina output declined by nearly 4 per cent 
compared with the same period in 1970. The 
value of exports of both bauxite and alumina 
is estimated to have declined slightly in 1971, 
partly owing to the depressed state of the world 
market. 

The output of gold continued to decline in 
1971, but the output of diamonds appears to 
have increased. These items, however, are 
relatively unimportant in the context of the 
sector as a whole. 


(c) Manufacturing 
Value added in manufacturing rose by 7 per 


Table 75. Guyana: output of selected agricultural commodities 


cent, at current prices, in 1971. The pervasive 
influence of sugar in the economy 1s apparent} 
here as well. Part-year data for output and 
exports of raw sugar, molasses and rum indicate } 
rates of growth of more than 25 per cent over} 
the 1970 figures. Production of milled rice fell } 
by some 13 per cent because of the decline i 
the output of paddy. 

The output of certain commodities such ag 
flour, animal feed and cigarettes increased | 
significantly in the first three quarters of 1971, 
whereas production of other commodities such 
as timber and edible oils remained relativel 
static or declined. a 


(d) Construction | 

According to preliminary estimates, the 1971 | 
increase in the gross domestic product of this } 
sector was about 9.2 per cent at current prices— 
a rate which was surpassed only by that achieved | 
in agriculture. Even so, however, this is far } 
below the average annual rate of 18.6 per cent 
for the period 1965-1970. Engineering and} 
construction nevertheless continues to be one } 
of the most dynamic sectors, and its share in | 
the total gross domestic product increased to 
8.7 per cent. a 

The smaller increase recorded for this§ 
sector, which is reflected in the decline in} 
total investment expenditure, resulted mainly § 
from the downturn in private and commercial | 
construction. In contrast, public expenditure on | 
construction, especially in utilities, road works 5 
and other infrastructural projects, continued | 
to increase. 


4. The external sector 

Provisional estimates for 1971 indicate that | 
exports will very likely exceed imports. Avail- 
able data up to September 1971 show imports § 


January-  January- 
1970 September September 
1970 1971 

Sugar (Thousands of long tons) 300 190 244 
Molasses . (Thousands of gallons) . 20,627 12,376 14,659 
Rum é (Thousands of gallons) . 3,363 1,642 Lie 
Dried bauxite . (Thousands of long tons) 2,290 1,688 1,747 
Calcined bauxite (Thousands of long tons) 691 516 519 
Alumina . (Thousands of long tons) SD. 232) 223 
Rice (Thousands of long tons) 142 “WEY 
Cattle (Head) . ; 33,0711 24,268 
Timber (Thousands of cubic feet) 6,418 2,865° 


Source: ECLA on the basis of official publications. 
* January—June. 
> The whole of 1971. 
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) be slightly lower than in the same period of 
170, while total exports were higher (see 
bles 76 and 77). 

Earnings from bauxite and alumina exports 
re estimated at slightly below the 1970 levels, 
ut sugar, molasses and rum made a good 
covery and by October 1971 had already 
ached a value equal to the total export value 
f these items in the whole of 1970. Similarly, 
ce and timber exports up to October 1971 
ae the levels recorded for the whole of 
On the import side, available data up to 
eptember 1971 show that the decline was 
1ainly in capital goods and consumer durables. 
mports of raw materials and fuels and non- 
urable consumer goods increased, however. 
he reduction in imports of capital goods is 
onsistent with the lower level of new invest- 
vent in mining referred to above, and the 
uoyant demand for raw materials is in keeping 
mth the increased activity noted in the manu- 
icturing sector. 

The United Kingdom is still Guyana’s 
ain trading partner, but its share continues 
9 decline. Next in order of importance are the 
Jnited States, Canada and the CARIFTA 
ountries. Trade with Latin America is still 
n a fairly small scale, with exports higher than 
nports, but it is increasing steadily. Guyana’s 


imports from Latin America in 1971 are 
expected to amount to more than double the 
figure for 1970. 

Guyana’s participation in other non- 
traditional markets is still small. It is expected 
to increase rapidly, however, as a result of the 
current energetic application of a policy of 
expanding trade with other developing coun- 
tries and countries with centrally planned 
economies. 


HaItTI 


1. Recent economic trends 

The Haitian economy appears to have 
begun a process of recovery in recent years. 
The annual rate of growth of the gross domestic 
product, which averaged 1.8 per cent during 
the five-year period 1965-1970, rose to 4.7 
and 5.7 per cent in the years 1970 and 1971, 
respectively. In spite of this, however, per 
capita income in 1971 stood at roughly 14 per 
cent below the 1962 level, because of the steady 
decline which it had undergone practicaily 
throughout the 1960s. 

Among the factors responsible for the 
improved economic situation of 1971 were 
the recovery of the agricultural and mining 
sectors, which helped to promote exports, and 
the continued expansion of the construction 
and manufacturing sectors. 


Table 76. Guyana: balance of payments 
(Thousands of Guyana dollars) 


1969 1970 1971 
‘urrent account 
Goods 
Imports. — 234,448 — 266,338 261,000 
Exports* i : 247,567 258,070 270,000 
Balance on goods account 13,119 — 8,268 9,000 
Services 
Transport < : : : : : : : 33 —700 
Freight and insurance: on international maritime 
transport 891 1,300 
Foreign travel — 1,187 800 
Investment income . — 36,052 — 29,791 
Government transactions . 53 —763 
Other services 3 : : — 2,211 —709 
Balance on services account . : : — 38,453 — 31,463 
Net balance on goods and services account. — 25,334 — 39,731 
Unilateral transfer payments 823 98 
Net balance on current account — 24,511 — 39,633 
'apital account 
Net capital movements 17,616 34,473 
Private . 7,362 12,300 
Official . 13,334 24,564 
Unidentified . — 3,080 — 2,391 
6,895 5,160 — 5,740 


Balance (increase —) . 


Source: Data supplied by the Statistical Bureau. 
@ Adjusted for balance of payments purposes. 


> Includes allocation of Special Drawing Rights. 
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Table 77. Guyana: principal export products 
(Millions of Guyana dollars) 


ne 


Product 1969 1970 1971? 
Bauxite and alumina 120.3 138.6 110.5 
Sugar, rumand molasses 89.6 193 719.5 
Rice . : : 19.7 18.0 16.9 
Timber : ; , Des 2.4 Dh, 
Shrimps. : Q 7.6 8.8 Tas 
Diamonds . E ‘ 3.8 3.4 2.0 


Source: data supplied by the Statistical Bureau. 
@ January—October. 


Another factor was the influence of increased 
public sector investment in infrastructural 
projects executed under the development plan 
Priorités de la planification et projections 
quinquennales 1971-1976 made public in June 
1971. 

The external sector also showed increased 


Figure XIV. Haiti, 1965-1971 
Natural scale 
(a) GROWTH OF THE GROSS DOMESTIC 
PRODUCT AND INVESTMENT 
SHH Gross domestic product 
ZA. Gross domestic investment 


Annual growth rates 


1965 66 67 68 69 70 7I 


(b) EXTERNAL SECTOR TRENDS 
Millions of dollars Index : 1960 = 100 
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dynamism, and the net reserve position was 
strengthened in 1971, for there was a sharp } 
upturn in exports of coffee, bauxite, sugar and 
light manufactures, tourism continued to }) 
develop, and there was an increase in net} 
inflows of capital, while imports grew only to a }j 
moderate extent. ; 


2. Total supply and demand 


The annual growth rate of total supply 
which had averaged 1.7 per cent during th 
period 1965-1970, rose to 5.8 per cent in 197 
and remained at that level in 1971. Unlike the 
previous year’s increase, however, this was 
basically a reflection of the growth of the gros 
domestic product, since the real increase if 
imports in 1971 was only 6.1 per cent, compared |) 
with 12.5 per cent in 1970 (see table 78). . 

Despite the upturn in the domestic supply | 
of goods and services, the growth rate of gros 
domestic investment was less than in the} 
previous year (7.9 per cent compared with 
24.4 per cent in 1970), although it is true tha Lf 
the 1970 figures were in comparison with the | 
depressed level of 1969. The public sector / 
continued to play a fundamental role in th 
process of capital formation, and it is estimate 
that 1ts investment expenditure (mostly directe 
towards improvement of the infrastructure) 
went up 15 per cent, some of the most im- | 
portant investment projects being the harbour } 
improvements and the expansion of the airport 
at Port-au-Prince, the completion of the | 
country’s first hydroelectric power station, and 
improvement of the water supply system 
and the highway system. ai 

This increase in the allotment of investment | 
funds was accompanied by curbs on govern- | 
ment—consumption expenditure, which rose 
by only 3 per cent compared with 13.3 per 
cent in 1970. In spite of this and the sharp 
upswing in government income, however; the 
government deficit was more than three times 
higher than the previous year’s level (9.5 
million gourdes compared with 3 million in 
1970), with the result, inter alia, that payment 
of public officials again fell into arrears in 
some cases. 


3. Major sectors of activity 


The goods-producing sectors made the 
greatest contribution to economic expansion 
during 1971, achieving a growth rate of 6.6 | 
per cent, which compares favourably with the | 
rate of 3.7 per cent for the previous year and 
the average annual rate of 1.8 per cent for the 
five-year period 1965-1970 (see table 79). 
At the same time, however, there was a decline 
in the growth rate of the basic services sector 


Table 78. Haiti: total supply and demand 


Millions of gourdes 
at 1960 prices 


Percentage structure Annual growth rates 


965° ae 1970% 192} 1965'..11970 “1977... ! a 1970 1971 
tal supply 3 L391 Same OSG Stee Calo 118.6 WAS 117.9 WG? 5.8 She) 
oss domestic product 155945 1545.5 1,845.5 100.0 100.0 100.0 1.8 4.7 a) 
ports 297.0 311.0 330.0 18.6 17.8 17.9 0.9 DE) 6.1 
tal demand . Legh ee MOLY oY = Pea ies) 118.6 117.8 117.9 LZ 5yio} 5.8 
ports ‘ ; ie 2000 220.0 265.0 13.0 12.6 14.4 13 —11.6 20.5 
oss domestic investment 97.2 119.8 129.3 6.1 6.9 7.0 4.3 24.4 79 
Construction ; mm 150.6 54.4 60.1 SE Shall Sy) 1.5 15.0 10.5 
Machinery and equipment. 46.6 65.4 69.2 Us) 3.8 3.8 7.0 Sho) 5.8 
tal consumption IRSSIES” Te Gee we Sie: 99.6 98.3 96.5 1.6 7.4 3.8 
Seneral government . . 129.4 137.6 141.7 8.1 7.9 heal 12 isis} 3.0 
Private oa Soe 1579.1 1,639.5 91.5 90.4 88.8 1.6 6.9 3.8 


JOURCE: 1965-1969: ECLA, on the basis of data supplied by the 
tional Planning and Development Council (CONADEP); 1970 
| 1971: ECLA estimates based on data from the same source 


nergy, transport and communications), which 
is 3.8 per cent in 1971 compared with an 
nual average of 4.4 per cent for the preceding 
e-year period, although this actually rep- 
sented a slight recovery from the growth 
te of only 3.1 per cent recorded in 1970. The 
owth rate of the tertiary sector fell from 
3 per cent in 1970 to 3.7 per cent in 1971, 
though the latter figure is still better than the 
erage rate of 1.4 per cent recorded during 
e five-year period 1965-1970. 


and data from the Haitian Statistical Institute quoted in E/ esfuerzo 
interno y las necesidades de financiamiento externo para el desarrollo 
de Haiti (CIAP/528). 


The higher growth rate of the goods- 
producing sectors was due to the marked 
recovery of the agricultural and mining sectors. 
Favourable weather conditions, combined with 
the effects of small-scale public sector invest- 
ment, resulted in a 6.4 per cent increase in the 
agricultural product: a notable improvement 
over the increases of 1.3 and 0.2 per cent 
recorded for the period 1965-1970 and the 
year 1970, respectively. There were increases in 
production both for export and for domestic 


Table 79. Haiti: gross domestic product at factor cost, by sectors of economic activity 


Millions of gourdes 
at 1960 prices 


Percentage structure Annual growth rates 


1965 1970 1971 1965 1970 1971 1970 1970 1971 
ri : 746.0 794.4 845.3 50.3 48.9 49.3 iL3) 0.2 6.4 
. 10.1 12.9 1522 0.7 0.8 0.9 5.0 —12.3 17.8 
anufacturing 173.9 215.4 228.4 Lily 13,2 13:3 4.4 18.8 6.0 
struction 24.4 26.2 28.9 1.6 1.6 ita 1.4 14.9 10.3 
Subtotal, goods. O54 4 el 048.9, el Lda 64.4 64.5 65.2 18 S/ 6.6 
ectricity, gas and water 19.9 22.6 DS) il-3) 1.4 1.4 2.6 0.9 opi 
| munica- 
ee ae oan : 41.6 53.8 55.4 2.8 Bye So) 55 4.1 2.9 
Subtotal, basic services 61.) 76.4 79.3 4.1 4.7 4.6 4.4 Shil 3.8 
ymmerce and finance . ST 178.5 185.8 11.8 11.0 10.8 0.3 Sil 4.0 
yvernment : d 96.4 102.6 105.6 6.5 6.3 G2 ies 13.3 2.9 
wnership of dwellings 140.9 160.7 167.1 o Os, il 2.7 oul 4.0 
iscellaneous services . 54,2 58.7 60.5 By 38 3.5 1.6 12h 3.0 
Subtotal, other services 467.2 500.5 519.0 Bilao) 30.8 30.2 1.4 7.8 She 
tal ‘ é f ASU BSB es TOTES) 100.0 100.0 100.0 1.8 Aa. Sh 


SOURCE: 1965-1969: ECLA, on the basis of data supplied by 
NADEP and data from the Haitian Statistical Institute quoted in 
ssfuerzo interno y las necesidades de financiamiento externo para el 
arrollo de Haiti (CIAP/528). 


ee) 


Note: owing to the general practice of calculating the individual 
activities and the total independently, the sum of the former does 
not necessarily correspond exactly to the latter. 


consumption. Among the export products, the 
biggest increases were in the production of 
coffee (around 21 per cent) and cotton (71.4 
per cent), while increases were also recorded in 
the production of sugarcane (7.3 per cent), 
cocoa (6.8 per cent) and sisal (5.9 per cent). 
Crops grown for domestic consumption also 
showed improvement, with increases of 7.1 
per cent in banana output, 5 per cent in the 
output of maize, and smaller increases for rice, 
beans and cassava. 

Similar progress was made in mining, but 
this only signified a recovery from the depressed 
levels of previous years. The product of the 
mining sector grew by 17.8 per cent compared 
with a drop of 12.3 per cent in the previous 
year. This increase reflected the expansion of 
bauxite and copper output, which grew by 
16 and 38 per cent, respectively, However, 
owing to the decline in production of both 
these products during 1970, the absolute level 
of production in 1971 was no higher than the 
1969 level in the case of bauxite and the 1967 
level in the case of copper. 

Since 1969, manufacturing has provided the 
main impetus for the growth of domestic 
activity. Thus, the growth rate of the manufac- 
turing product rose from an annual average of 
—0.4 per cent in the four-year period 1965— 
1968 to +12 per cent in 1969-1971. The 
expansion during 1971 was due mainly to the 
significant increase in production of edible 
oils, (67.3 per cent), cotton textiles (63.9 
per cent), footwear (61.8 per cent), flour 
(34.6 per cent), cement (12.2 per cent) and 
sugar (7.4 per cent). This dynamism reflects 
the growing importance of the light export 
industries (assembly work and the trans- 
formation of national raw materials), which 
have a steady market in the United States and 
have provided Haiti with important sources 
of industrial employment and foreign exchange. 

The growth of the construction sector is 
attributable to the favourable development of 
tourism and the implementation of govern- 
ment projects for the improvement of the 
infrastructure (especially extensions to ports, 
airports and the highway system). The product 
of this sector grew by 10.3 per cent which is 
much higher than the average annual rate of 
1.4 per cent for the period 1965-1970 and is 
exceeded only by the rate of 14.9 per cent 
achieved in 1970. 

The product of the electricity, gas and water 
sector grew by 5.7 per cent, which compares 
favourably with the average annual rate of 
2.6 per cent for the period 1965-1970 and was 
due mainly to the installation of more drinking 
water facilities and the expansion of the 
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country’s first hydro-electric power station @ 
Péligre. In contrast, the annual growth rat 
for the transport and communications sectot 
which fell from 5.3 per cent during the perio 
1965-1970 to 4.1 per cent in 1970, suffered a) 
further drop to 2.9 per cent in 1971. 
Compared with the previous year, there 
a marked decline in the growth rate of | 
tertiary sector in 1971, despite the satisfactory 
growth of production of goods, tourism and | 
government activities, particularly in the social | 
sphere. This falling off in growth may be} 
explained largely by the contrast between the! 
unfavourable period through which most 
branches of this sector passed in 1969 and their j 
recovery in the following year. In any event, | 
compared with the five-year period 1965-1970, | 
all branches of the tertiary sector showed { 
improvement during 1971. 5 || 


4. The external sector 
Exports of goods and services expanded 
significantly in 1971, and their current value 
increased by 16 per cent compared with 
increase of 6.8 per cent in the previous year. | 
In contrast, the growth rate of the value 
imports at current prices fell from 14 per cent | 
in 1970 to 9 per cent in 1971. Nevertheless, | 
despite the continued high level of net private § 
transfer payments received and the deciine im } 
external factor payments, the balance of o. 
ments current account closed with a small 
deficit of some 2 million dollars in 1971) 
(half the previous year’s deficit). i 
For the first time since 1963, the value o 
exports of goods exceeded $40 million, the 
actual total for 1971 being about $47 million, | 
according to preliminary estimates. This rep- 
resents a growth rate of 21 per cent, compared | 
with 3.7 per cent in 1970, and was made > 
possible by the recovery of the agricultural and 
mining sectors, which was reflected chiefly in | 
the increased exports of coffee, sugar and | 
bauxite and in the continuation of the boom 
in light and handicraft industries. 
_ Coffee exports grew in volume by 30 per cent, 
in contrast to the decline of around 13 per cent | 
in 1970, but because of the unfavourable trends } 
in world prices there was a relatively lower 
increase (20 per cent) in their value. The 
opposite happened in the case of exports of | 
sugar and bauxite, however, where better world | 
prices caused the increases in value (28 and 21 
per cent respectively) to be considerably 
greater than the increases in volume (16 per 
cent in both cases). 
Exports of the products of light and artisan- 
type industry also contributed to the expansion | 
of exports: the gross value of exports of such 


ducts rose from around $3 million in 1967 
$11 million in 1970, and is estimated to have 
ched $14 million in 1971. There was also 
imecrease in income from services, basically 
¢ to the expansion of tourism. The number 
tourists seems to have grown by 30 per cent, 
th an increase of 38 per cent in tourist 
op compared with a figure of 22 per cent 
The small deficit on current account in the 
lance-of-payments was more than covered by 
n-compensatory financing, leaving funds 
ailable which strengthened the net reserve 
sition of the monetary authorities. At the 
d of 1971, net reserves had increased by 
out $7 million, compared with less than 
million in 1970, although it should be noted 
at $2 million-worth of Special Drawing 
ghts (SDRs) were made available to Haiti 
1971 (see table 80). 


5. Economic policy objectives and 
strategies for 1971-1976 

In June 1971 the Planning Office published a 
document entitled Priorités de la planification 
et projections quinquennales 1971-1976 (‘‘Plan- 
ning priorities and five-year projections 1971— 
1976”), which sets out economic objectives and 
the strategies designed to achieve them. These 
projections, which are confined to the public 
sector, represent a five-year extension of the 
economic and social action plan which the 
National Planning and Development Council 
(Conseil National de Développement et Plani- 
fication—CONADEP) has been preparing for 
some years past. The projections provide for a 
real annual growth rate of 4 per cent in the 
gross domestic product during the period 
covered. This goal is to be achieved by increas- 
ing public investment, and external aid is 
expected to account for 47 per cent of total 


Table 80. Haiti: balance of payments 
(Millions of dollars at current prices) 


1960 1965 1969 1970 1971? 
Current account 
Exports of goods and services . 54.4 44.9 50.1 53.5 62.1 
Goods f.o.b. 38.1 37.8 37.6 39.0 46.7 
Services 16.3 He pds) 14.5 15.4 
Travel 8.1 1.4 5.4 6.6 9.1 
Other , : : 8.2 SWi/ TEA 7.9 6.3 
Imports of goods and services . —58.1 -—62.2 —60.6 —68.9 —75.0 
Goods f.o.b. —43.4 —426 -—42.0  -—47.7 —52.5 
Services —14.7 -196 -—18.6 —21.2 —22.5 
Travel —3.8 —-56 —-38 -—43 —4.4 
Other ; 5 —10.9 -140 -—-148 -—169 —18.1 
Net external investment income —4.] —5.2 — 3.6 —3.6 —3.1 
Net private transfer payments . 2.6 4.7 10.8 15.0 13.9 
Balance on current account , : —5.2. —17.8 —3.3 —4.0 —2.1 
Capital account 
Net external financing (a+ b+c+d+e) Dee. 17.8 a3 4.0 2A 
(a) External non-compensatory capital 8.2 8.2 7.8 9.0 
Direct investment : 0.1 1.0 2D. 2.8 
Long- and medium-term loans LBS 2.4 a7, 0.5 
Amortization payments —0.3 —0.8 —0.6 —1.1 71 
Short-term liabilities 0.3 1.5 —0.4 —0.1 
Official transfer payments 6.6 4.1 4.9 6.9 
(b) Domestic non-compensatory capital or assets —2.2 SZ —1.0 —2.6 
(c) Errors and omissions ; ' Pe Diz —2.2 —2.1 
(d) Allocation of SDRs. A P ! Dee 2.0 
(e) Compensatory movements (increase — ) —2.9 the? —1.3 —2.8 —7.0 
Balance-of-payments loans, trade arrears, 
deferred payments, IMF position and 
other liabilities of the monetary authori- 
ties. 5 ; ; : , _ 2.6 1.6 Mas 37 
Amortization payments . —2.0 —2.3 —2.3 
Movements of gold and foreign exchange 
reserves (increase — ) . —0.9 0.9 —0.9 sir oe 


SDRs. 


——— ee 


Source: IMF, Balance of Payments Yearbook, vols. 17, 22 and 23. 


2 Estimates. 
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financing, compared with 41 per cent in recent 
years. The basic aim is to expand the infra- 
structure in the fields of electricity, transport and 
communications, community development and 
water supply and irrigation. Some of the 
measures proposed to achieve this are the 
rationalization of the machinery of administra- 
tion, the preparation of specific projects and, 
in particular, the improvement of the country’s 
standing in international circles. 


HONDURAS 
1. Recent economic trends 


The slow rate of growth that has charac- 
terized the economy of Honduras since 1969 
persisted in 1971. Nevertheless, preliminary 
estimates indicate a moderate improvement in 
the growth rate of the overall product (4.3 
per cent), combined with an appreciable 
reduction in the deficit on current transactions 
with other countries (see table 81). 

The growth of the product may be ascribed to 


Figure XV. Honduras, 1965-1971 
Natural scale 
(a) GROWTH OF THE GROSS DOMESTIC 
PRODUCT AND INVESTMENT 
HME Gross domestic product 
ZA Gross domestic investment 
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* 1970 when the third phase of the Rio Lindo electrification 


the increase in banana exports and, to a lesse 
extent, to the reduction of expenditure 
imports by substitution in some cases with 
locally-manufactured goods. These two factor 
outweighed the depressed state of the invest 
ment sphere and, together with the restrictions | 
imposed on imports of luxury goods, accounted | 
for the reduction in the trade deficit. Another! 
factor that helped to reduce imports was the) 
disappearance of speculation, which in 1970f 
had caused external purchases to grow out of! 
all proportion to the increase in current 
income or stock replacement needs. . | 
Private consumption grew at approximately, 
the same rate as the population (3.4 per cen 
Although part of the increased consumption 
was satisfied from stocks of goods imported the 
previous year, there was a trend towards the 
consumption of a larger volume of locally- 
manufactured products, with a corresponding} 
reduction in consumption of external supplies, 
Private investment continued to increa 
slowly (1.6 per cent). The incentives to expa 
industrial production created by the chann 
ling of demand towards the domestic mark 
resulted mainly in fuller utilization of installe¢ 


capacity. Plant expansions and new projects 


ie) 


investment trends of recent years. 

Public investment was affected by the 
change of administration and the implementa- 
tion of new policies which led to some pro- 
grammes absorbing a smaller volume of 
external funds. More significant, however, is 
the fact that several important projects!’ had # 
been completed in 1970, and that financial 
pressures prevented the public sector from} 
keeping up the high level of activity of the three 
previous years. Nevertheless, even with the 
depressed level of public investment, some f 
important decisions were taken which rep-+ 
resented a significant change in the emphasis 
placed on agriculture compared with previous | 
years. Thus, it is estimated that some 10 million § 
lempiras were invested in this sector compared | 
with an average of just over 1 million in the 
preceding five years. This sum was used to} 
expand the banana production co-operatives | 
established in the last few years, to initiate the | 
Valle del Aguan land settlement project, and 
e complete the construction of grain storage | 
silos. 

On the supply side, the renewed impetus of | 
the economy was due mainly to the increased 


‘7 Only 14.5 million lempiras were invested in projects 
for the generation, transmission and distribution of electric 
power in 1971, compared with nearly 24 million lempiras in 


project was completed. 
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harvests of traditional export crops and the 
upsurge in manufacturing. The latter, combined 
with the drop in imports of manufactured 
consumer goods with which it is closely as- 
sociated, was basically the result of the new 
economic policy laid down at the end of 1970. 

The increasingly unfavourable results of 
trade with the other Central American 
countries, the obstacles to the implementation 
of the principle of balanced development 
envisaged in the integration instruments, and 
the failure to reach agreement in the negotia- 
tions for keeping the Central American 
Common Market in operation while arrange- 
ments were being made to restructure it 
prompted the Government of Honduras to 
alter its policy of fostering free trade with 
Central America while imposing customs 
tariffs against the rest of the world. Thus, 
Decree No. 97 adopted by the National 
Congress in December 1970 stipulated that all 
imports should be subject to the standard 
Central American tariff, except for a list of 
products considered essential for the country’s 
development and the normal supply of the 
domestic market, for which a lower tariff 
would be charged. This new line of policy is 
designed to accelerate development, provide 
more employment opportunities, correct tem- 
porary deficits in the balance of payments, 
improve the Government’s financial position 
and lay the bases for closer co-ordination 
between the bodies responsible for economic 
development until such time as the Central 
American Common Market is once again 
operating normally. 

Because of the scope of these goals, however, 
it was necessary to concentrate on specific 
areas by the adoption of measures that include 
the establishment of supplementary rules 
permitting the tariff to be used flexibly in order 
to protect goods capable of being produced 
locally,® and measures designed to correct the 
disequilibrium in the external sector by 
restricting non-essential imports and channel- 
ling external and internal credit towards the 
promotion of activities likely to improve the 
balance of payments position. Early in 1971'° 
a number of regulations were established for 
foreign trade and external borrowing: a 
register of importers and exporters was drawn 
up, and payment in cash was demanded for 
imports (for some of which prior authorization 


‘8 See agreements Nos. 51—A and 107 of 22 January 1971 
and 108—A of 10 February 1971 of the Ministry of Economic 
Affairs and Finance. 

‘9 See agreement No. 23 of the Ministry of Economic 
Affairs and Finance, and resolution No. 1 of the same 
Ministry and the Central Bank, both dated 13 January 1971. 
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also had to be obtained from the Centre 
Bank), with the exception of a list of good; 
which could be purchased on credit or throu 
any other type of external financing. At the 
same time, when adopting its new monetary } 
programme, the Central Bank took steps te 
bring monetary and credit policy into ling 
with these new regulations. a 
Although some short-term objectives were 
satisfactorily achieved (inasmuch as external 
pressures in connexion with imports were 
eased and there was more production of 
traditional consumer goods which had formerly — 
had to face competition from other Central 
American countries), the actual design of the 
policy and the means established for implement. | 
ing it appear to have failed to ward off certain 
maladjustments or to take some long-term 
problems of economic development into ac 
count. This is evident, above all, in the 
deterioration of the public finances and in the 
promotion of almost any type of import | 
substitution industry, which in the long run 
may create difficulties in connexion with the } 
improvement of production _ efficiency, 
Honduras’s full re-incorporation 


2) 


into the 
regional co-operation movement, and exports } 
to third countries. Indeed, as stated abo 
the swing in purchases from the Cent 
American to the home market has not pushed 
up investment; on the contrary, it has dis. 
couraged projects for which the domesti 
market is too narrow. All these questions and | 
others of a different kind are being considered | 
in the formulation of overall and sectoral | 
development strategy and programmes. 


2. Major sectors of activity 

(a) Agriculture 
The vigorous growth of export agriculture 
more than offset the weakness of agricultural | 
production for the domestic market, resulting 
in a 4.4 per cent increase in the total cri 
tural product (see table 82), although coffee 
sales compared unfavourably with those } 
achieved in 1970. Thus, after two periods of | 
recession, the level of activity was slightly } 
higher than in the period immediately preceding | 
the Common Market crisis. . 
Leaving aside the effects of an expansion in 
the area cultivated by the traditional producers, 
the boom in the production of bananas 
reflected the success of the systems of co- | 
operatives designed to promote the cultivation | 
of land by independent producers and to 
provide financial and technical support for 
that purpose. : 
In addition to the encouraging results 
obtained in production and hence in the 
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generation of foreign exchange earnings, as 
well as the success (as yet on a more modest 
scale) achieved in other fields through similar 
policy instruments, these recent developments 
have helped to increase rural employment 
because of their scale and the fact that they 
have been centred on highly labour-intensive 
activities. Since the activities concerned are in 
process of being more firmly established, 
however, they require continuing government 
support and the adoption of special technical 
and financial assistance measures. Traditional 
development credit based on mortgage guaran- 
tees would scarcely benefit small producers or 
landless rural workers. 

Moreover, whether or not these favourable 
effects on employment will continue depends 
on the extent to which the management of 
co-operatives—as they become independent— 
avoid excessive farm mechanization, a trend 
towards which is beginning to be noted. More 
important, however, is the impact of the 
decline in cotton-growing and of the attitude 
of farmers who, for fear that their land will be 
illegally occupied, have been using extensive- 
type farming practices so as to avoid outlays 
whose recovery may be slow or uncertain. 

Agricultural production for the domestic 
market continued to grow more slowly than 
the population. Although the trend of supply 
also reflected the effects of a prolonged 
drought on the spring sowings, the weakness 
observable in the last few years is mainly 
associated with the loss of El Salvador as a 
market and the resulting adaptation of supply 
to domestic demand. 

Furthermore, up to a short time ago certain 
deficiencies in the marketing system, such as 
lack of storage facilities, discouraged producers 
because of the resultant fluctuations in sales 
prices. This problem has been solved by 
enlarging the silo storage capacity, but further 
action still needs to be taken by the public 
sector in order to attain a production volume 
compatible with domestic requirements. Thus 
it is important to eliminate the obstacles that 
have reduced the efficacy of programmes for 
promoting grain production, increasing the 
number of producing units, and improving 
agricultural yields. An emergency plan for 
basic grains was initiated in 1971 to counteract 
the damage caused by the adverse weather 
conditions referred to above, but both this 
plan and the project for introducing up-to-date 
techniques in the cultivation of certain crops 
(maize, rice and beans)*® are hindered by 


a This project, which was prepared in 1970, will not be 
initiated until 1972. 
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the farmers’ inability to offer the guarantee; 
required by credit institutions. In other cases 
it would seem that the financial difficulties | 
of the public sector are the limiting factors in 
increasing the number of projects capable of | 
having some impact on the structure 

agriculture, such as the Valle de Comayag 
development project and the agricultural | 
development and land inventory project (Pro-| 
yecto de Desarrollo Agricola e Inventario de} 
Tierras—DAITAH). 


(b) Manufacturing 

In contrast with the sluggish expansion it 
1970, manufacturing production grew bj 
6 per cent, partly because of the expansion of 
some plants and the development of ney 
import substitution projects, but above all 
because of reduced competition from other | 
Central American countries. Although this 
very circumstance led to a sharp contraction | 
in exports of manufactures to the rest of the § 
area, the domestic market partly compensated | 
for the lack of demand from the Common } 
Market, at least temporarily and on a sufficient 
scale to prevent an appreciable decline if 
production levels. Stronger protection and the 
steps taken by enterprises to diversify their 
production lines to meet the needs of the do 
mestic market resulted in a sizable increas 
in the manufacture of fruit juices and jams, | 
dairy products and other foods, footwear and | 
certain intermediate goods requiring light 
manufacturing processes, which were basically / 
responsible for the boom in industry. Never- } 
theless, the failure to attain the expected | 
growth of import substitution caused demand | 
for articles which were in short supply im 
Central America to be partially diverted to } 
markets outside the area. This fact, coupled | 
with the uncompetitive structure of the 
Honduran market, accounts for the price } 
increases in 1970 and 1971, although in the 
latter year available data indicate that the } 
pressures on prices were mainly in sectors } 
which do not include the most widely consumed 
goods. 

The expansion of manufacturing activities } 
was mainly in the traditional goods sector, so } 
the structure of industry maintained _ the | 
general lines that had characterized it over the 
past decade. Nor was there any change in | 
employment conditions, since although fuller 
use was made of installed capacity and some 
new plants entered into operation, their small 
size and the slower rate of activity of enter- 
prises which were closely dependent on the 
regional market probably resulted in only a 
limited net absorption of manpower. 


3. The external sector 


The current account deficit is provisionally 
imated at $38 million (see table 83), which, 
hough high, compares favourably with the 
3 deficit of 1970. On the other hand, pro- 
ional figures indicate a small increase ($1.1 
lion) in net international reserves. 

The main factors responsible for the relative 
provement of the balance of payments 
sition were the exceptional growth of banana 
ports, the increase in customs tariffs under 
ecree No. 97, and the general restrictions 
posed on imports and credit. The reduction 
the current account deficit also reflected the 
nning down of excessive stocks of goods 
ported in 1970. 

The effect of these factors was partly offset 
y the obstacles to the access of Honduran 
oducts to the Central American market and 
‘the amounts disbursed in payment of supplier 
edits, which were one of the sources of 
lancing for the increase in imports in the last 
w months of 1970. 

In broad terms, the current value of exports 


of goods rose by 7 per cent, while imports 
dropped by about 8 per cent. The rest of the 
current account items showed no significant 
changes, and external factor payments remained 
at the same high level. 

_ The growth of exports reflects the sharp rise 
in banana exports, as noted above. This 36 per 
cent increase in the country’s main foreign trade 
item (due to the complete recovery of the 
plantations damaged in 1969 and the expansion 
of the growing area), combined with quite a 
substantial increase in sales of timber, counter- 
balanced the unfavourable situation encoun- 
tered in respect of other traditional exports 
because of difficult access to external markets 
(coffee, grains and some manufactures) or 
Sey supply problems (cotton) (see table 


The value of coffee exports at current prices 
dropped by over 9 per cent, owing to decreases 
in both volume and price. The quota assigned 
to Honduras was reduced from 408,500 to 
352,700 sacks, and prices declined from the 
exceptionally high level of 1970. Meat exports 


Table 83. Honduras: Balance of payments 


(Millions of dollars) 
1960 1965 1969 1970 1971* 
rrent account 
Exports of goods and services . TAS Sth 7/ 186.9 196.1 PAY! 
Goods f.o.b. 64.4 128.2 170.9 177.8 190.1 
Services : 2 : ASS 10.5 16.0 18.3 17.1 
Imports of goods and services . 77.9 136.4 206.2 244.4 224.1 
Goods f.o.b. 65.4 1132 169.7 203.4 184.9 
Services : : : 125 Pau. 36.5 41.0 39.2 
Net external investment income ol — 13.0 — 18.6 —22.5 — 24.2 
Net private transfer payments . —0.6 0.4 Si] 2.9 3 
Balance on current account Des — 10.3 —34.4 — 67.9 — 37.9 
pital account 
Net external financing (a+b+c+d+e) —2.5 10.3 34.4 67.9 37.9 
(a) Net external non-compensatory capital 0.1 21.0 38.2 55.4 
Direct investment ; ; —7.6 6.3 8.8 8.4 
Long- and medium-term loans a2 8.5 25D 37.7 
Amortization payments 1-6 —3.2 —4.7 —5.0 36.3 
Short-term liabilities 0.9 6.1 4.8 10.6 [ 
Official transfer payments ; 3.2 ao 3.8 Be] 
_ (6) Domestic non-compensatory capitalorassets —1.6 —1.3 —2.4 —1.1 
(c) Errors and omissions : —0.7 —3.9 —3.3 aes J oe 
(d) Allocations of SDRs : : : ; = — = es . me 
-(e) Net compensatory movements (increase —). —0.3 —5.5 1.9 : 2 
Balance-of-payments loans, trade arrears, 
deferred payments, IMF position and 
other liabilities of the monetary authori- 
ties . : ; 4.6 0.7 1s } als os 
Amortization payments ; —2.5 —2.5 = 
Movements of gold and foreign exchange wie if Ne ng 
reserves (increase — ) é ; —2.4 ; ; a a3 
SDRs (increase — ) — = = —v. +. 
OURCE: IMF, Balance of Payments Yearbook, vols. 17 and 22. @ Estimates. 
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Table 84. Honduras: value, quantum and indexes of unit value of main export commodities 


Annual growth rate 


1968 1969 1970? 1971” : 
sai 1968 1969 1970 1971 
Millions of dollars ft vs aa 
B as . 78.5 79.7 74.1 13: 102.6 1 —7. -1. : 
Coffee 17.7 20.8 18.5 25.8 23.4 17.5 —11.1 395 —9.3 
Chilled meat 4.3 4.7 9.0 9.7 9.1 9.3 91.5 7.8 — 6.2} 
Wood 122 14.4 15.3 16.2 18.6 18.0 6.3 5.9 14.8 
Millions of dollars at 1960 prices 
Bananas . 64.4 68.5 63.7 65.6 89.3 6.4 —7.0 3.0 36.1. 
Coffee 16.9 20.1 18.8 19.3 18.3 18.9 —6.5 al —5.2 
Chilled meat 4.5 4.6 7.8 8.3 7.8 Ze 69.6 6.4 —6.0 
Wood 10.4 1252 11.8 11.4 132 17.3 —3.3 —3.4 15.8 
Indexes of unit value (1960 = 100) 
Bananas . 121.9 116.3 116.3 114.8 114.9 —4.6 — —1.3 ; 
Coffee 104.7 103.5 98.4 133-7 1279 —1.1 —4.9 35.9) —43 
Chilled meat 95.6 102.2 115.4 116.9 116.7 6.9 12.9 3 —0.2 
Wood 117.3 118.0 129.7 142.1 140.9 0.6 9.9 9.6 —0.8 


Source: ECLA, on the basis of official statistics. 
* Provisional figures. 


fell by 6 per cent in real terms, since the excess 
sales to the United States the year before were 
counted against the 1971 quota. The drop of a 
total of $1 million in foreign exchange earnings 
from the sale of mineral products and cotton 
also partly accounted for the slowing up in the 
growth of exports of primary products. 

The most important feature of trade with 
other countries of the sub-region was the 
reduction in the volume of commercial trans- 
actions (especially with Guatemala), due to the 
downturn in imports and a smaller decrease in 
absolute terms in the value of exports. The 
result was that the total trade deficit fell from 
$36.2 million in 1970 to $10.8 million in 1971. 

The decline in trade with the sub-region 
mainly affected exports of manufactures (mainly 
textiles and chemicals), since sales of basic 
grains were actually bigger in volume, although 
still below the levels reached before the conflict 
with El Salvador. 

Honduras seems to have been successful in 
partially replacing imports by traditional manu- 
factures, for which it already had sufficient 
installed capacity or was able to expand or 
adapt its production lines in a relatively short 
time. 

Provisional figures on the structure of 
imports indicate a sharp reduction (about 29 
per cent) in purchases of non-durable consumer 
goods, resulting, despite a moderate rise in 
imports of consumer durables, in a reversal 
of the upward trend for over-all purchases of 
these items. As might have been expected, it was 
mainly in purchases of consumer goods from 
other countries of the sub-region that there was 
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> Estimates. 


a decline: purchases from the rest of the world 
increased out of all proportion to the rate oj 
growth of private consumption. This indicates 
that, in addition to substitution of locally 
produced goods for imports from the sub- 
region, there was a tendency to replace part 
of the supply from within the area by goods 
from third countries. 
In spite of the accelerated growth of manu- 
facturing production, imports of intermediate 
goods grew fairly slowly. This seeming con | 
tradiction is explained by the disproportionate | 
increase in imports of this type in 1970 com- | 
pared with the growth of the manufacturing | 
product. This shows that companies made | 
advance purchases of inputs in order to fore= | 
stall the measures that they knew would 
inevitably have to be taken to protect the 
balance of payments in 1971. Imports of capital | 
goods fell in absolute terms compared with 
1970, owing to the weakness of private invest- | 
ment and, above all, to the decline in publi¢ 
investment, particularly in the electric pow 
sector. 7 
Although no final data were available on 
capital account movements, everything seems to 
indicate that net inflows of non-compensatory | 
capital decreased in 1971, due partly to the | 
reduction in public investment and the rise in | 
debt service payments (as a result of the 
increasing number of foreign loans contracted | 
in the past to bolster progress in infrastructural 
works), but also due to the lack of momentum | 
of private investment and the need to pay off 
commitments in connexion with supplier credits. | 
The external sector’s prospects in 1972 seem 


yee 


e too bright. Honduras will find it difficult 
sell its present fairly substantial coffee 
lus, and agricultural exports may also be 
cted by the fact that less impetus is being 
nm to programmes for promoting the 
ivation of bananas and some non-traditional 
ps. The prospects for import substitution 
also uncertain, since the size of the market 
mits little room for action at present levels 
rotection, and the creation of new incentives 
ring no relation to international price trends 
ud lend to pressures tending towards an 

cient allocation of resources at the expense 
the consumers. 


4. Public finances 


n 1971, current central government income 
Y increased over the figure for the year 
re (see tables 85 and 86). 
ncome from direct taxes showed a moderate 
traction, owing to the slow growth of the 
nomy and the fall in banana exports in 1969 
| 1970.2! These factors more than cancelled 
the extra tax income resulting from the 
iration under the industrial development 
Si 


‘Income from taxes levied on the banana companies 
represented one quarter to one third of total income tax 
nue in the last five years. As noted above, the full effect 
ne recovery in banana exports was scarcely felt in 1971, 
he fiscal impact of the bigger sales will be reflected in 
t year’s accounts. 


_ The rate of growth of indirect taxes—which 
in the last few financial years accounted for as 
much as 70 per cent of total central government 
revenue—slumped from nearly 16 per cent in 
1970 to about 4 per cent in 1971, as a result of 
the general deterioration in the total supply of 
goods and services and the loss of momentum 
of consumption expenditure. 

For a fuller understanding of the situation, 
however, special attention should be paid to 
the trends in some of the main tax categories, 
since events in 1971 and the trade policy, 
balance-of-payments and _ fiscal measures 
adopted in the course of the year affected the 
various sources of tax income in different ways. 

Leaving aside export taxes (which play only 
a minimal role in the Honduran tax system, 
except in the case of the taxes levied on the 
banana companies), there was practically no 
increase in total income from taxes on produc- 
tion and domestic consumption in 1971, 
compared with a 20 per cent rise in 1970, while 
there was revenue from a drop from 13 to 9 per 
cent in the rate of growth of import duties. 

Although the trend followed by taxes on 
production and internal sales was due to the 
slowing-up of the growth of private consump- 
tion, the fact that tax income remained at the 
same level must be directly ascribed to the 
elimination of the sales tax on non-essential 
articles (imposed under the terms of the San 
José Protocol but subsequently derogated), 
which brought in 4.6 million lempiras in 1970; 


Table 85. Honduras: current income and expenditure of the central government 
(Millions of lempiras) 


1967 1968 1969 1970? 1971° 
Current income VBE SE 145.5 135.3 174.2 177.0 
Tax income 119.5 136.4 142.2 160.5 163.0 
Direct taxes 35.4 60.9 44.3 43.7 41.5 
On income 34.0 39.2 43.0° 42.3° i. 
On property 1.4 Lal 1.2 1.4 bes 
Indirect taxes 84.1 95.5 97.9 116.8 2M 
On imports 41.1 43.5 39,2 44.4 aa 
On exports 4.4 6.5 5.6 5.6 
Other 38.6 45.5 SER 66.8 is 
Non-tax income . Sie 4.8 6.7 IED 9.0 
Current transfers 3.0 4.3 6.6 6.5 5.0 
Current expenditure . 101.8 113.6 127.6 142.1 149.7 
Operational expenditure . 90.6 101.7 114.3 126.0 132.5 
Wages and salaries 67.1 74.0 79.8 89.4 91.3 
Goods and services 235 27.6 34.5 36.6 41.2 
Transfers : a ; 6.9 7.1 He sy ee 
i t 4.3 4.8 ‘ : : 
Interest on the public a ef Eph ae poe Ne 


Current saving 


Sources: Higher Econom 
estimates. 

® Provisional figures. 

> Estimates. 

© Including social security tax. 


ic Planning Council, Office of the Accountant-General of the Republic and ECLA 
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Table 86. Honduras: composition of central government tax income 
(Millions of lempiras) 


January-Septemi be 


1967 1968 1969 1970? 
1970° 1971 
Total 118.1 134.6 140.9 156.1 121.3 122.4 
Direct taxes 8525 40.9 44.3 43.7 41.2 39. 
On income 34.0 39:2 43.0 42.3 40.0 37.8 
Corporate . 29.5 33.8 36.5 35.1 34.0 31.1 
Banana companies 3 13.6 14.0 11.3 
Other , , ee 20:2 22.5 23.8 aa 
Personal . : : : , ; : 4.3 52 6.3 6.9 5.9 6.6 
Fines and social security tax . : , : 0.2 0.2 0.2 0.3 0.1 0.1 
On property . : : : : : : 1.4 lea 2 1.4 rt ie: 
Indirect taxes. : : : ; ‘ 2 S216 el! 96.6 112.4 80.1 83.3 
Production, domestic commerce, consumption and 
transactions ; k : : mes 720 43.5 ei had) 62.3 44.4 44.6 
Beenay ; - : : : : ; 9,3 10.2 ee 1332, 9.6 10.8 
Cane spirit . : : . : ‘ . Teal 8.0 8.3 9.4 6.6 Te 
Sales . : i : ‘ ; : ’ 8.7 9.6 O77. 1122 qh 13 
Gasoline and petroleum products . ; : —— 1.1 4.7 8.7 6.5 6.9 
Non-essential consumer goods : : s — 1.4 4.0 4.6 3.1 0.1 
Other. : , 3 ; é LS: (Bp 13.8 15.2 ihe: 12:2 
Exports . : , : ; ; : é 4.4 6.5 5.6 5.6 4.7 5.0 
Coffee : : s ; : : é 2.8 4.6 3.4 Bh) 3:3 32 
Wood : : 3 F : : ; 0.7 1.0 1.3 1.0 0.8 0.8 
Bananas. : : : : 5 ; 0:6 0.6 0.6 0.5 0.4 0.6 
Other. : ; . ‘ : 3 5 0.3 0.3 0.3 0.4 0.2 0.4 
Imports. ; , ; 41.1 43.5 59") 44.4 30.9 33.6 
Economic stabilization . 3 i : : — 4.5 6.5 4.4 0.2 
Other. : : ; : ; etal ~~ 34.7 3789 26.5 33.4 
Miscellaneous taxes : : : : : 0.1 0.2 0.1 0.1 0.1 0.1 


Source: Budget Office. 


to the marked tapering off of the growth of 
income from the tax on gasoline and petroleum 
products, not only because of the smaller in- 
crease in refinery output, but also because of 
tax exemptions in respect of the consumption of 
by-products; and to the virtual levelling-off of 
income from the sales tax. Two conflicting 
effects were observed in connexion with the 
latter tax: on the one hand, there was a rise in 
the cost of trade items (owing to the application 
of the tariff to imports from within the Central 
American area) and an increase in the prices 
of domestic products which replaced supplies 
from within that area; on the other hand, 
although the costs were higher, the volume of 
external goods was significantly reduced as a 
result of the cut in imports, despite the fact 
that some imported goods from the abnormally 
large stocks built up in 1970 were put on the 
market during 1971. 

The reason for the slower growth of import 
taxes in spite of the considerable effect of the 
changes in the tariff is to be found in the 
elimination of the economic stabilization tax — 
also established under the San José Protocol— 
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* Provisional figures. 


which yielded 6.5 million lempiras in 197 
(about 15 per cent of the total for the whole 
group). un 
Everything seems to indicate that in 197] 
there was a recrudescence of the financi 
pressures on central government activity w 
are changing the distribution of flows of loar 
in the economy and in particular affecting 
evolution of bank credit policy with respect 
the private sector, because of the limitatio: 
inherent in the small growth of the domest 
capital market. Although the pressures tendin 
to force up current expenditure were contai 
—such expenditure rose by just over 5 per cen 
compared with an average of about 11 per cent 
for the years 1965—1970—the sluggish growth 
of tax income caused the government savings 
drop from 32 to a little over 27 million lempiras. 
From the as yet incomplete data available, it 
may be inferred that this volume of saving w 
scarcely enough to cover the amortization 
external and internal loans. Thus, although 
public investment failed to reach the 1970 leve 
the capital formation programmes once agai 
made it necessary to obtain cons 


6 


| 


istance from the banking system to supple- 
nt external financing (see table 87). 

The likelihood that tax income will grow only 
ite slowly in the near future, coupled with the 
-d to stimulate public investment without 
pardizing the stability of the balance of 
yments or excessively increasing the domestic 
ancing of production activities, caused the 
yvernment of Honduras to submit to Congress 
the end of 1971 a Bill providing for reform of 
tax system and changes in the tax exemption 
licy.27 

in addition to increasing tax revenue, the 
orm is aimed at a fairer distribution of the 
burden, with emphasis on taxes on income, 
\eritance, and non-essential consumer goods. 


* Under the terms of Decree No. 129 of 30 December 
1, tax exemptions accorded by virtue of industrial 
elopment laws or other special decrees were modified 
| it was stipulated that such exemptions could only be 
ored when manufacturing enterprises attained a 
Apetitive position at the Central American or interna- 
val level. 


The intention is to modernize and simplify the 
administrative machinery and in some degree 
to standardize fiscal policy, taking the handling 
of the real estate tax out of municipal hands. 

Another feature of the reform programme is to 
convert the sales tax into a value added tax and 
to eliminate certain preferential treatment in 
connexion with personal income tax and 
specific tax exemptions in respect of the 
processing of petroleum products, which are 
considered to weaken the selective incentives 
provided under the industrial development 
laws. It is not too much to say that in order to 
strengthen tax revenue it would have been 
perfectly reasonable to keep in force the taxes 
established under the San José Protocol, which 
were applicable to non-essential consumer 


?3 The proposed reform also covers some important areas 
unrelated to tax collection, since the centralization of the 
real estate tax will enable a uniform cadastral survey to be 
carried out at the national level, with consequent progress in 
the knowledge and evaluation of conditions of land use and 
tenure and the identification of properties. 


Table 87. Honduras: consolidated balance of the banking system 
(Millions of lempiras) 


End-of-year September 
1967 1968 1969 1970 1970 1971 
‘ international assets 10.5 24.9 12.9 —21.5 —2.2 — 27.8 
nternational reserves Baud, 55.8 47.9 ils. 40.2 oles 
Yther net international assets —21.2 — 30.9 — 35.0 — 37.0 —42.4 — 50.3 
mestic credit . 232.9 PRET 339.7 408.1 381.7 440.9 
-ublic sector . : 19.1 MS 2 41] 60.6 48.8 74.4 
Central government (net) V2) 7.8 33) 49.3 36.4 60.0 
Local government 4.2 3.5 4.5 6.2 53 9.5 
Autonomous institutions EH 3.9 3.0 Sy Tell 4.9 
Private sector . 213.8 242.6 298.6 GES 332.9 366.5 
Securities : 5.8 7.0 9.1 10.0 9.0 13.0 
Loans and discounts 206.0 232.8 287.7 335.1 321.4 350.5 
Other credit 2.0 2.8 1.8 2.4 2S) 3.0 
ler : — 24.9 —31.0 —51.7 — 49.3 — 50.1 — 53.5 
)ther net assets : 59.6 64.4 54.8 68.5 64.3 G34) 
ess. capital and reserves 84.5 D5 106.5 117.8 114.4 127.2 
ets = liabilities 218.4 251.6 301.0 ABI} 329.3 359.6 
ney in circulation 120.6 137.1 160.4 167.7 163.1 167.0 
‘oins and banknotes 53.8 59.6 gle Te Tal 74.0 
Monetary deposits 66.8 Tiles, 88.7 92.6 91.4 93.0 
Private sector 61.5 70.7 79.4 86.1 84.1 87.3 
Local government 0.4 0.6 0.6 0.6 0.6 0.6 
Autonomous institutions 4.9 6.2 8.7 5.9 6.7 SH 
1si-money 50.6 94.8 115.0 139.3 HS1S)-/ 161.7 
rivate sector . 80.4 94.7 114.6 138.7 135.0 161.2 
ocal government 0.1 — — 0.2 0.1 0.2 
.utonomous institutions . Onl 0.1 0.4 0.4 0.5 0.3 
er liabilities with private sector 17.2 19.7 25.6 30.3 SOS) a0 
ecurities ilevh 2.8 4.9 Te 6.6 6.9 
pecial saving 1353) 14.2 15.8 NAS) ibgfadt Uo 
ther wD) gh) 49 Syl 6.8 2 


Source: Central Bank of Honduras. 


goods and were already in effect. Moreover, it 
is possible that their elimination may hamper 
progress in the negotiations to bring the opera- 
tion of the Common Market back to normal, 
either through bilateral agreements as provided 
for in Decree 97 or through multilateral 
agreements. 


5. Money and credit 

In view of the unfavourable position with 
respect to international reserves at the beginning 
of the year, resulting partly from the relatively 
liberal compensatory credit policy implemented 
in 1969 and 1970, the monetary authorities 
decided to keep a tighter rein in 1971 on the 
growth of domestic financial resources and on 
short-term external borrowing by commercial 
banks, so as to stave off any subsequent 
deterioration in the international liquidity 
position. 

At the same time, bank credit and the regula- 
tion of external sources of expansion of the 
banking system were integrated with the pro- 
visions already mentioned for controlling 
imports and the external debt through the 
introduction of a system of cash payment for 
purchases abroad and the establishment of 
machinery to regulate and direct purchases 
financed by any form of credit. The monetary 
programme thus sought, by means of stricter 
control of the creation and use of credit, to 
prevent the objectives of defending the balance 
of payments and selectively promoting domestic 
activities from being undermined. 

Another aim of the monetary policy was to 
implement the provisions of Decree 97 regard- 
ing the establishment of an agricultural and 
industrial development fund, on the assumption 
that the limitations on the expansion of regular 
credit and the expected drop in demand for 
loans to finance imports would provide the 
flexibility required for its operation. Although 
the fund has not yet begun operating, its 
operations have been planned on a_ fairly 
conservative scale so as to prevent the long- 
term credit granted from creating inflationary 
pressures due to the production system’s 
limited capacity to respond. 

The measures adopted within the context of 
these new policy guidelines mainly covered the 
handling of the quantitative instruments 
through which the conduct of financial flows 
has traditionally been effected, although regula- 
tions were also established for improving the 
distribution of credit. The first type of measures 
include restrictions on rediscounting opera- 
tions, rules for limiting the expansion of net 
credit from the Central Bank to the public 
sector, and instructions to banks not to exceed 


the December 1970 figures for short-ter 
external borrowing. These measures came 
addition to the instructions issued in Octobs 
1970 to increase cash reserves and the measure 
taken for securing more stringent control 1 
administering them. The more selective instr 
ments adopted include the fairly immedia 
adjustment of the list of bills discounted, | 
consisting in the reduction (from 25 to 20 p 
cent) of the proportion of total loans rep 
sented by advances to commerce and cor 
sumers, and the approval of measures designe 
to ensure that by the end of the year at leas 
40 per cent of the savings and time deposit 
would be used to extend credit over periods of 
more than 18 months for financing productior 
The figures at 30 September 1971 and th 
revised versions of the monetary programme fo 
the last few months of the year show that 
fairly good results were obtained in containing 
the pressure of demand for credit to the privat 
sector, its rate of increase declining from 16.4 
per cent in 1970 to about 10 per cent in 19 
At the same time, there was an increase it 
the share of savings and time deposits in 
domestic resources tapped by the banking 
system. This situation, which is possibly asso¢i 
ated with the sluggish growth of private invest 
ment, helped to reduce the pressures on the 
exchange market. However, since it was not 
possible to limit the expansion of public sector 
liabilities, given the prevailing tax revenue 
trends, tighter internal financial restrictions had 
to be adopted in the revised monetary pro- 
gramme in October. 
From another standpoint, there was a signifi- 
cant improvement in the composition of ba 
credit in response to the selective controls a 
also partly as a result of a more favourable 
price relationship for certain production sectors | 
oriented towards the domestic market. 
balances of loans to commerce and consume 
diminished, while credit to productive activiti 
grew at a moderate rate. It is not clear from 
available data how far this was due to the 
stipulation that savings deposits should be used 
for medium- and long-term financing. 7 | 
Although the Agricultural and Industrial | 
Development Fund, the establishment of 
which was approved in September, did not 
actually enter into operation in 1971, it would | 
probably have had no significant impact on the | 
domestic credit situation. Quite apart from the | 
fact that the resources involved would not have | 
been large (because of the slow growth of 
current budget income and the risk of instability 
if credit were increased), the demand for loans 
would hardly have reached significant levels | 
with the existing relative contraction in private 
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sstment. In fact, the very nature of the 
ects to be financed (diversification and 
motion of exports, import substitution and 
ects for the modernization and expansion 
existing enterprises) and the principal 


onomically desirable production projects) 
es them dependent to a great extent on the 
oration of a development strategy in which 
action of the private sector is more specifi- 
y defined and some factors of uncertainty 
ciated with the Common Market crisis are 


BriTIsH HONDURAS (BELIZE) 

1. Recent economic trends 

ritish Honduras (Belize), an associate mem- 
of ECLA, has also formed part of the 
ibbean Free Trade Association (CARIFTA) 
1 May 1971. Although there are no 
nt data on the gross domestic product, it is 
mated to have grown by about 8 per cent 
ually, in terms of current prices, in the 
iod 1968-1971: a slightly higher rate of 
wth than that recorded in the five years 
2-1967. 

griculture revived in 1970 and 1971, despite 
6 per cent drop in sugarcane production. 
itput of citrus fruit and timber improved, and 
re also seem to have been increases in 
mestic agriculture and livestock production 
e table 88). 


Figure XVI. British Honduras (Belize), 1967-1971 
Semi-logarithmic scale 
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The incipient manufacturing sector main- 
tained the high level of activity begun in 1969, 
when a number of industrial enterprises were 
established. Activity in the construction sector 
tapered off somewhat following the boom 
generated by the building of the new capital 
and the related infrastructure. 

As regards foreign trade, imports are esti- 
mated to have increased by just over 7 per cent 
in 1971. Exports also increased, faster than im- 
ports; this, however, may have pushed up the 
trade deficit, which came to 24.5 million 
British Honduras dollars in 1970. 


2. Major sectors of activity 


Agriculture is responsible for about 16 per 
cent of the total gross domestic product. Export 
agriculture showed an increase in output in 
1971, notwithstanding the 6 per cent drop in 
Sugarcane production, for because of the 
higher sucrose content, sugar output was only 
3 per cent lower than the previous year. The 
production of citrus fruit increased by about 4 
per cent, and timber also registered an increase. 
In addition, world prices of sugar and citrus 
fruit improved. 

Agricultural production for domestic con- 
sumption also achieved good results, with 
increased outputs of maize, rice, red kidney 
beans, honey and market garden produce. 
Livestock production also increased. 

The manufacturing sector is still in its early 
stages of development. The most important 
industries are sugar, alcoholic beverages, steel 
bars and rods, and clothing. There are also 
various light industries producing the most 
widely-consumed foodstuffs, furniture and 
wood products, etc. However, the manufactur- 
ing sector is beginning to assume increasing 
importance through the establishment of new 
industries. These include a brewery, a meat 
packing plant, facilities for producing in- 
dustrial gases, a fertilizer plant, etc. The main 
factor limiting the expansion of this sector is the 
small size of the market. 

The level of activity in the construction 
sector has been high since 1968, as a result of 
the building of the new capital at Belmopan, in 
the interior. In addition to the large-scale 
construction works called for in connexion 
with this enterprise, Belize Airport was 
reconditioned and various related infrastruc- 
tural works were carried out. Construction 
activity has been growing less rapidly in 1971 


24 Unless otherwise stated, values are given in British 
Honduras dollars, 1.67 of which equalled one United States 
dollar prior to devaluation of the latter currency in 
December 1971. 
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Table 88. British Honduras (Belize): output of selected commodities 


Commodity Unit 1967 1968 1969 1970 1971 
Sugar-cane . Tons 411,353 642,515 528,720 676,175 632,629 
Bananas* Bunches TS2-231 205,000 79,689 she xe 
Cucumbers? Tons 8,500 4,000 5,980 LB 
Corn . Thousands of pounds 14,800 15,400 15,000 tes 35,000 
Rice? . Thousands of pounds 5,000 7,000 6,338 7,650 af 
Timber ; Cubic feet oe 517,612 612,451 742,603 
Red kidney beans? Thousands of pounds 1,667 2,809 3,419 5,174 wee 
Honey ‘ Pounds 425,006 468,158 112,964 107,447 206,174 
Oranges? Thousands of pounds 62,955 66,042 76,428 52,965 53,703 
Grapefruits? Thousands of pounds 18,782 18,672 22,604 20,536 22,856 
Sugar. Tons 43,453 63,588 52,138 66,785 64,851 
Molasses” . Tons *: i 18,686 26,397 22,960 
Rum . Gallons 18,076 22,697 21,356 ae nee 
Cigarettes . . Thousands 64,494 71,617 70,405 76,650 BS | 
Clothing (outerwear)? . Thousands of British 

Honduras dollars 1,096 1,520 1,569 a 


Sources: Central Planning Unit, Economic Survey 1970, and data 
supplied to ECLA. 


following the completion of these projects, but 
there are several other projects in progress, such 
as the building of the 50-mile highway linking 
Belize City with Belmopan, and the growth of 
this sector is therefore expected to continue. 
The upsurge in construction led to the expan- 
sion of the building materials industry, which 
now has a considerably wider range of produc- 
tion lines. 

The remaining sectors followed much the 
same growth trends as agriculture, industry, 
construction and imports. The importance of 
the government sector is worthy of emphasis, 
both because of its ability to provide employ- 
ment and because of its volume of current 
expenditure and investment. Government ex- 
penditure increased from $13.5 million in 1965 
to about $25 million in 1970, of which $9 
million is capital expenditure. 


3. The external sector 


Imports, which account for a high proportion 
of supply, have increased rapidly in recent 
years. From $37 million in 1967 they rose to 
$55.6 million in 1970, representing an annual 
growth rate of 14.8 per cent, and it is estimated 
that they rose to $60 million in 1971. 

Imports of food, beverages and tobacco, 
which represent 31 per cent of total imports, 
increased by 18.4 per cent annually in the three 
years 1967-1970. Imports of manufactured 
goods (including miscellaneous manufactures), 
which account for another third of the total, 
rose by 17.8 per cent over the same period, but 
purchases of machinery and transport equip- 
ment (20 per cent of total imports) increased by 
only 4.1 per cent annually (see table 89). 


: 3 | 
@ Export data; the figures for clothing are in terms of value. 
> Crop year ending in year shown. | 
; 
} 


Exports grew faster than imports, from. 
$20.5 million in 1967 to $31.3 million in 1970, . 
1.e., an annual rate of 15.2 per cent. In 1971,| 
however, they are estimated to have increased | 
by around 8 per cent. Sales of unrefined sugar, 
which account for approximately one third of ' 
the total value of exports, increased by 11.6 per. 
cent between 1967 and 1970 and in 1971 went 
up by slightly less than 10 per cent. Exports of ' 
seafood also increased rapidly as from 1967, 
particularly lobsters. Another important ex- 
port, citrus fruit, increased its sales between | 
1967 and 1970 by an annual rate of 6.5 per cent, 
although sales dropped by 10 per cent in 1971. 
It is estimated that exports of timber dropped in 
1971. Banana exports have also declined 
sharply since 1969, and in 1971 their value was 
insignificant (see table 90). 

Despite the slightly more rapid growth of 
exports, the merchandise trade deficit increased, 
from $16.5 million in 1967 to around $26 
million in 1971, which was equal to 77 per cent. 
of the value of exports in that year. This deficit 
may diminish in the next few years, however, 
since imports of foodstuffs, particularly rice, 
meat and meat products, have begun to decline. 
The trade deficit is traditionally financed with 
grants from the United Kingdom and other 
inflows from abroad. 

The main markets for exports from British 
Honduras are the United States, the United 
Kingdom and neighbouring countries in the 
Central American area, while most of its 
imports come from the United States and the 
United Kingdom. 

British Honduras has a guaranteed market in 
the United Kingdom for its sugar and citrus 
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Table 89. British Honduras (Belize): main imports 
(Thousands of British Honduras doliars) 


Percentage 


Percentage Percentage Te 
Commodity 1967 of 1968 of 1969 of : 1970° pote 
bs total total total total 
|Food and live animals Wes by) P) PS) MWe Sleys 26.1 
Souk d poly : 12,082.9 24.5 : 

Beverages and tobacco 1,131.8 3) 772.8 4.0 2,038.4 41 see ‘ ui 
Crude materials, inedible, ex- aa ae ; 

cept fuels , 29 0137.4— 0.4 291.2 0.7 2 
Mineral fuels, lubricants and ant is ae y 

related materials el 6.2 2,478.1 5.6 3,011.2 
Animal and vegetable oils and otal a ee a 

fats : 81.1 0.2 101.6 0.2 134.0 

: , : : f 0.3 96.3 0.2 

Chemicals . : 2,980.9 8.1 4,373.7 9.9 4,979.8 10.1 5,793.5 10.4 
Manufactured goods . 7,393.0 20.0 9,911.8 22.4 10,629.9 2a Lie 9 6r4) PNP 
Machinery and transport 

equipment. i . 9,303.0 D522 8,464.8 19.2 9,893.0 20.1 10,507.2 18.9 
Miscellaneous manufactured 

articles . ' . 3,842.6 10.4 4,834.7 10.9 5,826.4 11.8 6,350.8 11.4 
Commodities and transac- 

tions, n.e.s. 413.8 el 456.3 1.0 527.4 ileit $59.3 1.0 
Total SOS IL: 100.0  44,200.8 100.0  49,350.6 100.0 55,610.9 100.0 


oo ee ee a ee eee ee es ee ea ee eee 


SOURCE: annual trade reports and data supplied to ECLA. 


* Provisional figures. 


Table 90. British Honduras (Belize): main exports 
(Thousands of British Honduras dollars) 


Commodity 1967 1968 1969 1970# 1971? 
Sugar (unrefined) 8,019.0 9,941.3 9,588.8 11,142.3 12,240.7 
Molasses . 646.0 1,004.4 455.5 759.2 952.7 

_ Lobster 406.0 676.8 1,458.4 iWeieisy iI 1,624.4 

_ Shrimp si 141.8 223.9 4.4 47.2 

Conch , A 149.5 395.5 421.0 635.5 
Fish, fresh or dried 75.0 99.0 102.4 119.2 85.3 
Bananas 152.0 241.1 81.0 3.9 0.2 
Citrus juices 2,013.0 2,822.9 2,834.4 2,487.6 3,343.0 
Grapefruit segments 1,457.0 1,433.3 1,459.2 1,706.3 405.5 
Grapefruit and orange oil 74.0 110.0 99.0 81.4 Rise2e 
Cucumber (fresh) a 122.4 176.5 186.1 215.9 
Live animals for food . 193.0 S20 125.4 193.1 252.9° 
Logs and lumber 1,416.0 1,397.0 1,543.0 2,032.0 a 
Clothing (outerwear) . a 1,096.2 1,520.3 1327723 1,953.69 
Total 20,469.9 25,194.4 28 ,080.1 Sul Stee 33,800.0° 


Source: Trade reports and data supplied to ECLA. 
* Provisional. 
> Orange oil only. 


fruit, but this trade is shrinking. In 1967, 39 per 
cent of total exports went to the United 
Kingdom, but by 1970 the proportion had 
dropped to 24 per cent. 

The volume of trade with other CARIFTA 
countries is very small: 9 per cent of total 
imports and 4 per cent of total exports. Most of 
this trade is with Jamaica, and consists mainly 
of sales of timber and beans to that country and 
purchases of fuels, light manufactures and 
cement from it. Petroleum products are 


© Including ‘‘other animals”’. 
4 May include re-exports. 
© Estimate. 


purchased from Trinidad and Tobago. The 
trade with Jamaica is of long standing and 
regular shipping services have been established 
between the two countries in order to facilitate 
it. 
JAMAICA 
1. Recent economic trends 

The rate of growth of the Jamaican economy 
showed signs of slowing down during 1971. 
Preliminary estimates indicate that the gross 
domestic product at current factor cost 
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Figure XVII. Jamaica, 1965-1971 
Semi-logarithmic scale 


EVOLUTION OF THE GROSS DOMESTIC 
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Millions of Jamaican dollars 
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increased from 951 million Jamaican dollars?* 
in 1970 to just over 1,026 million in 1971. This 
is equivalent to a growth rate of about 7.8 per 
cent, and falls short of the rates of 9.5 per cent 
in 1969 and 10.8 per cent in 1970 (see table 91). 

Retail prices increased by more than 5 per 
cent during 1971, but this was less than in 1969 
and 1970. Using this rate as a deflator, eco- 
nomic growth in real terms is estimated to have 
been a little over 2 per cent. 

Despite this improvement, a disquieting 
feature of the Jamaican economy continues to 
be the tendency for retail prices to rise fairly 
rapidly. The movements are shown in the 
consumer price index for Kingston which, for 
the five-year period January 1967 to November 
1971, indicates an annual average increase of 
6.4 per cent, considerably higher than the 
average for the period 1961-1966, which was 
2.1 per cent. 

These inflationary pressures are particularly 
marked in the category of food and beverages, 


23 Unless otherwise indicated, values are given in 
Jamaican dollars, which were equal to $1.20 United States 
prior to the devaluation of the latter currency in December 
1971. 


which could lead to wage claims and a sub-} 
sequent aggravation of inflationary pressures. )) 
For this reason the Government has announce 
a policy aimed at preventing unjustified price 
increases. To implement it, a Prices Commis- 
sion was established in July 1970 with wide 
powers of investigation and control of prices, | 
The work of this Commission has been difficult, | 
however, because of the large share of imports} 
in total supply, particularly of foodstuffs. | 
Even so, the lower rate of inflation in 1971 can } 
be partly attributed to the control exercised by / 
this Commission. 

The growth rate of mining, which became the # 
sector contributing the largest share of the over- 
all national product in 1969, fell sharply to 6.3) 
per cent in 1971, and this is the main reason for } 
the sluggishness of the economy as a whole. Of f| 
the other production sectors, manufacturing % 
and agriculture grew at a comparatively slow 
rate, but construction expanded by about 8.5 
per cent. The government sector showed an} 
unusually large increase estimated at 18 per 
cent, and the product of financial institutions 
grew by approximately 8 per cent. 

Of the other sectors of production, manufac- 
turing and agriculture grew at a relatively slow 
pace, but construction expanded by 8.5 per? 
cent. The figures for the Government increased | 
significantly during the year by an estimated 18 } 
per cent, while financial institutions increased 
their product by just over 8 per cent. | 

According to data covering the first half of ’ 
1971, merchandise exports grew less rapidly 
than imports, with the result that the merchan- 
dise trade deficit is expected to be higher than 
in 1970. Even though earnings from tourism 
and migrants’ remittances are expected to| 
increase, the current account deficit should | 
again be considerable. However, gross inte 
national reserves increased by $40 million in| 
1971, which reflects a larger inflow of capital | 
that more than offset the current account deficit. | 


2. Major sectors of activity 
(a) Mining 

The importance of this production sector has | 
increased since 1969, as is shown by the fact 
that it accounts for nearly 17 per cent of the. 
total gross product, about 70 per cent of total 
exports, one third of the country’s gross 
investment, and about 15 per cent of its fiscal 
revenue. The gross product of the mining 
ak Baa see by approximately 6.3 per cent 
in ; 

The reduced expansion of bauxite and 
alumina output was the main factor in the 
sector’s relatively slow growth rate in 1971. On 
the basis of available data up to November, 
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bauxite production is estimated to have 
increased by less than 4 per cent and alumina 
output by 7.8 per cent, and there does not seem 
to have been any substantial increase in bauxite 
output in December, owing to uncertainty in 
the world market (see table 92). 

Petroleum products are another important 
item in this sector, and output of these up to 
November was greater than for the same 
period in 1970. Total output of petroleum 
products is estimated to have increased by 16 
per cent in 1971. Production of gypsum up to 
November 1971 was 12,000 tons more than in 
the whole of 1970, and output is estimated to 
have increased by 9.4 per cent compared with 
that year. Both industries are relatively small, 
but while gypsum production is based on local 
raw materials, petroleum refining depends 
exclusively on imported crude, so that the 
proportion of local value added is relatively 
modest. Exploration for deposits of petroleum 
has intensified in recent years, but so far 
without success; the important activity is 


Table 92. Jamaica: mining and refining output 


therefore refining, with emphasis on impor 
substitution. 


(b) Agriculture 

Agriculture continued to show a slight! 
improvement after the downward trend of 1968 
and 1969. The sector’s gross product at current 
factor cost is estimated to have increased by 3.5) 
per cent in 1971. 

Some of the main crops were affected by 
adverse weather conditions. Available da 
indicate that in export agriculture bana 
production fell by about 7 per cent and t 
sugarcane harvest by 5 per cent. Howeve 
sugar production increased by 3 per cent owin 
to the higher sucrose content. Cocoa produ 
tion appears to have remained stable, whi 
citrus fruits and copra showed substanti 
increases (see table 93). In agricultural produ 
tion for domestic consumption, milk and fre 
vegetables continued their steady upwa 
trend, while production of potatoes, a particu- 
larly important crop in this sub-sector, in-} 


January- 
Commodity Unit 1965 1969 1970 November 
1971 
Bauxite Thousands of long tons 8,514 10,333 11,820 i Se LD = 
Alumina : Thousands of long tons 741 1,138 1,689 1,668 
Gypsum ; : Thousands of long tons 208 251 278 290 
Petroleum products Millions of gallons 328 384 400 389 


Sources: Central Planning Unit, Economic Survey of Jamaica, 1970; Bank of Jamaica, Statistical Digest, 


vol. 4, No. 1, January 1972. 
* Including bauxite converted into alumina. 


Table 93. Jamaica: output of selected agricultural commodities 


. Unit 1965 1969 1970 1971 
Sugar cane (milled)* Thousands of long tons 4,716 4,004 4,214 4,000 
Bananas? Thousands of long tons 250 151 134 ‘ 18° 
Citrus fruit® Thousands of boxes 1,808 1,258 1,067 1,328 
Pimentos? . Long tons 1,388 3,225 2,199 ae 
Copra Long tons 17,197 NEPAL 17,290 20,841 
Cocoa* Long tons 1,967 1,491 1,794 1,792 
Coffee" Thousands of boxes 302 253 ag0) gait, 
Ginger” Thousands of pounds 1,941 614 671 z 
Milk . 5 Millions of quarts : 38.4 43.4 
Eggs . ; ; Millions of dozens BSG 17.3 LES 
Cattle slaughtered Head 58,571 61,481 55,893 
Hogs slaughtered. Head 79,113 128,994 123.953 


Source: Central Planning Unit, Economic Survey 


vol. 4, No. 1, January 1972. 
* Crop year. 
> Export only. 
© January~November. 
* Deliveries to packing and processing plants. 


of Jamaica, 1970; Bank of Jamaica, Statistical Digest, 


Lid 


eased significantly. Prices of the main 
ricultural products were buoyant, so that 
er-all performance in agriculture was more or 
s comparable to the results obtained in 1970. 
The improvement registered in agriculture de- 
ite adverse conditions reflects the results of 
me public sector policies aimed at the 
creased use of fertilizers and improved 
rming methods, and the continuing provision 
credit, marketing and storage facilities for 
mestic crops. 


) Construction 
The construction sector lost impetus in 1971 
llowing the major increases in activity in 
cent years. Its gross product increased by 8.5 
r cent, but although this growth rate was 
igher than that of the economy as a whole, it 
as considerably lower than that achieved in 
68 and more modest than the rates for 1969 
d 1970. 
Construction activity is to a large extent 
fluenced by developments in the mining and 
urism sectors. Thus the tapering off noted on 
71 is mainly attributable to the reduced 
pansion in the mining sector and the com- 
letion of some important projects in tourism. 
.educed activity in construction has, in its turn, 


had an adverse impact on manufacturing, 
particularly of building materials. 


(d) Manufacturing 

The manufacturing sector again experienced 
a relatively poor year, but remained the second 
most important sector in the economy. Value 
added in this sector is estimated to have 
increased by 6.6 per cent, which compares 
favourably with the rates of increase in 1969 
(4.5 per cent) and 1970 (6.3 per cent). but is 
lower than the growth rate of the economy as a 
whole. This accounts for the slight drop in the 
sector’s share of the gross domestic product to 
13.3 per cent in 1971. 

The main branches of manufacturing are 
food, sugar processing, textiles, cement and 
clay products, and metal products. Production 
of cement and clay products fell by about 5 per 
cent in 1971, but the textile industry, which had 
stagnated for some time, appears to have 
recovered. Sugar production increased by about 
3 per cent, while steel output climbed by almost 
50 per cent, and there were appreciable in- 
creases in food production. It is estimated, . 
however, that of all the branches the chemical 
industry attained the highest rate of growth (see 
table 94). 


Table 94. Jamaic? : output of selected manufactured products, 1965, 1969-1971 


January- 
Products Unit 1965 1969 1970 November 
1971 
Sugar . , Thousands of tons 489 383 368 319% 
Rum and alcohol Thousands of gallons 3,774 2,256 2,450 Dipl 
Molasses Tons 190,552 163,609 175,405 142,097° 
Beer and stout Thousands of gallons 5,886 8,752 9,515 7,129 
Cigarettes Millions 1,016 1,142 1,261 666.8" 
Copra Thousands of short tons 17 18 17 20.8? 
Edible oil Thousands of gallons 2,086 2,569 2,697 MAAS 
Edible fats Short tons 3,895 5,279 5,300 4,294 
Soap Tons 7,470 7,802 7,660 5,763° 
Detergents Tons 2,705 3,518 4,536 3,664° 
Condensed milk Thousands of pounds 40,329 53,911 51,164  44,897° 
Textiles . Thousands of yards 7,813 8,000 7,900 6,015° 
Cement . Thousands of tons 311 407 450 387.8 
Flour Thousands of pounds ree 91,836 97,998 101,300 
Sulphuric acid Tons 2,783 53399 9,378 4,406” 
Paints Thousands of imperial 
gallons 863 1,034 1,098 te 
Steel : Tons 15,986 12,007 16,800 
a yicesa re : Units 1 ey 1 Tae 178,700 
asse board Tons i ‘ wf 
= nae 5 Tons 43,000 52,564 47,383" 
Aluminium sulphate Tons = 2,228 DSW 920 


Sources: Central Planning Unit, Economic Survey of Jamaica, 1970; Bank of Jamaica, Statistical Digest, 
vol. 4, No. 1, January 1972; Bank of Jamaica Bulletin, vol. X, No. 2, June 1971. 


4 January—December. 
> January—June. 
© January—September. 
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A striking feature of the manufacturing 
sector is the diversity of its production. Besides 
the traditional commodities such as sugar, 
tobacco products, vegetable oils and alcoholic 
beverages, more modern products such as 
aluminium sulphate, sulphuric acid, fertilizers, 
steel and motor tyres are now produced on 
quite a large scale. In addition, a wider range of 
food products is being produced, and the 
building materials industry is supplying an 
increasing proportion of local requirements. It 
is to be hoped that this diversification will 
provide greater stability in production and 
improve growth prospects for the economy as a 
whole. 


(e) Other sectors 

The gross domestic product from miscel- 
laneous services, which include tourism, in- 
creased by 6.6 per cent in 1971. Tourism is an 
important sector of Jamaica’s economy, since 
in addition to the provision of accommodation 
and services for foreign tourists it has a strong 
impact on construction, the supply of manufac- 
tured products and foodstuffs, transport and 
commerce. 

The number of visitors to Jamaica in 1971 
was 8 per cent higher than the previous year, 
and earnings from tourism were approximately 
$91 million, an increase of about 14 per cent. 
Although some recent international develop- 
ments have adversely affected Jamaica’s tour- 
ism, current building activities suggest a 
brighter outlook for the industry. 

The government sector showed significant 
gains in 1971, with a growth rate of 18.2 per 
cent, while the product of financial institutions 
and transport services grew by approximately 
8 per cent. 


3. The external sector 

On the basis of the part-year information 
available, the c.i.f. value of imports is estimated 
at some $450 million, which would mean an 
increase of about 3.4 per cent over 1970. 
Exports are estimated to have increased by 
about 8 per cent to a little over $300 million. 

These estimates are not in line, however, with 
the trend shown by the available balance of 
payments figures (covering only the first half of 
1971), which show growth rates of 18 per cent 
for the f.o.b. value of imports and 10 per cent 
for exports, compared with the same period in 
1970, thus pointing to a sharp increase in the 
deficit on merchandise account. 

The increase in exports is mainly attributable 
to sales of foodstuffs, particularly sugar, and of 
bauxite and alumina. On the import side, food 
and fuels accounted for most of the increase. 


The United States is the most important! 
market for Jamaica’s exports and the mai 
source of supply of raw materials, intermediat 
goods and manufactures. Second in importane 
is the United Kingdom, although its share of 
Jamaica’s trade is steadily diminishing. 

Trade with CARIFTA countries is small but 
steadily increasing. In 1970, these count ies 
supplied only 1.7 per cent of Jamaica’s total} 
imports and took only 3.5 per cent ot ifs 
exports. Trade is mainly with the larger! 
CARIFTA countries, namely, Barbados, Guys 
ana and Trinidad and Tobago. 

From January to July 1971, imports from 
CARIFTA countries increased by about 25 per} 
cent over the figures for the same period in 
1970, while exports rose by about 14 per cent. 
Food, chemicals and light manufactures are & 
still the main trade items. BA; 

On the basis of balance-of-payments esti- } 
mates, Jamaica’s 1971 trade deficit, althougk 
smaller than in 1970, remained at a high level. 
Under the heading of invisibles, earnings from 
tourism and net transfer payments—particu- 
larly migrants’ remittances—are expected 


| 


of private capital (mainly in the mining sector) } 
which has exceeded the current account deficit 
(see table 95). Available data on internation 
reserves at the end of 1971 show an increase of 
$40 million over the previous year’s level, which 
means that capital inflows grew at an increasing | 
rate. iH 


MEXICO 
1. Recent economic trends 

In 1971, the Mexican economy experienced 
severe internal and external strains that 
adversely affected its customary growth rates. 
Preliminary data indicate that the gross domes- | 
tic product expanded by 3.1 per cent, compared | 
with an annual average of 7 per cent during the 
1960s (see table 96). 

In the external sector, the world monetary 
crisis and the resulting atmosphere of uncer- 
tainty conditioned to a certain extent govern- 
mental policies to deal with the increased 
vulnerability of the balance of payments. 
Furthermore, the basic framework of short- 
term economic policy was dictated by the 
deliberate decision to keep the exchange rate 
stable and to contain price rises. 

Changes in the external situation, however, 
were not the only factors affecting economic 
activity. The pattern of development is showing 
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Table 95. Jamaica: balance of payments 


‘ (Millions of Jamaica dollars) 


| Source: Central Planning Unit, Economic Survey 1970, Bank of 
amaica Bulletin, June 1971, vol. X, No. 2. 
* The revenue due Government consequent on the revaluation of 


nore and more signs of being obsolete, as is 
lear from the accumulation of the disequilibria 
n the balance of payments, the labour market, 
egional development, income distribution, and 
yublic sector financing. Such structural prob- 
ems are a reflection of the lack of decisive 
hanges and adjustments in the country’s 
levelopment strategy, which has remained 
inchanged for over thirty years and conse- 
juently now incapable of meeting the needs of 
n economy that has increased a great deal in 
cale and complexity over that period. Implicitly 
x explicitly, this strategy has been based on 
mport substitution and on what at times has 
een excessive protection of domestic supply, as 
“means of promoting industrialization; on 
he implementation of infrastructural pro- 
rammes and programmes to expand basic 
ervices (frequently subsidized), which have 
enerally benefited the urban centres and the 
elatively more developed areas; on the provi- 
ion of special incentives for production and 
avestment; and on the establishment of forms 
nd rates of taxation whose incidence on 


January—  January— 
1967 1968 1969 1970 June June 
1970 1971 
rrent account 
Merchandise 
Exports f.o.b. 199.2 209.2 243.2 285.1 144.5 158.9 
Imports f.o.b. : ; 217.2 276.9 317.6 374.3 180.2 212.9 
Balance on merchandise account —18.0 — 67.7 —74.4 —89.2 — 35.7 — 54.0 
Services (net) } ; ; 
Transport (including freight) . —23.8 —31.3 — 37.5 —45.7 
Merchandise insurance . —2.6 —3.2 —3.7 —4.3 i se 
Foreign travel +49.2 +62.8 + 65.4 + 66.7 + 39.0 + 43.3 
Investment income — 67.2 —61.0 —72.5 —81.8 — 34.0 — 35.3 
Government transactions +7.2 +7.7 + 8.6 +9.5 & Jee 
Non-merchandise insurance . —10.8 —11.5 —10.8 —10.4 Fe soe 
Other services : +5.4 +7.8 +10.0 +9.8 —21.9 —20.5 
Balance on services account : —42.6 —28.7 — 40.5 — 56.2 — 16.9 —12.5 
Balance on goods and services account — 60.6 —96.4 —114.9 —145.4 — 52.6 — 66.5 
Transfer payments (net) + 10.0 +10.2 +11.9 +17.1 ae tes) +8.6 
Private : +12.8 + 13.3 +14.7 +21.8 
Government —2.8 —3.1 —2.8 —4.7 ach wi 
Balance on current account — 50.6 — 86.2 — 103.0 — 128.3 —45.1 —57.9 
Capital movements (net) , + 64.9 + 114.4 +91.8 + 149.1 + 84.8 + 105.1 
Government external borrowing +5.0 +12.6 +12.2 +10.5 +2.9 —2.9 
Retroactive claims* —2.0° 233 — 128" - = 5/3 = 4.7? 
Identified private capital + 80.2 + 107.6 +90.2 + 138.6 
Unidentified flows. 218.32 = SHS yf ES ei oe a 
Surplus (+) or deficit (—) +143 + 28.2 —11.2 +20.8 + 39.7 +47.2 


bauxite and alumina exports. 
Includes holdings of SDRs and IMF gold subscription. 


income from property and capital is very slight. 

All these were factors that fostered the 
economic boom of recent years, but the 
concentration on them meant at the same time 
that insufficient attention was paid to export 
promotion, regional development, and the 
dissemination of the benefits of economic 
progress. This has been explicitly recognized by 
the new Government, whose declared economic 
policy objectives include redistributing income, 
reducing unemployment and underemploy- 
ment, bringing the marginal social groups into 
national economic life, promoting a new basis 
for foreign trade, and reducing technological 
dependence. In other words, emphasis has been 
placed on rectifying a number of basic disequi- 
libria, and a new national development 
strategy is beginning to take shape. 

The short-term measures adopted were 
designed to improve the financial situation of 
the public sector, hold down rising prices, and 
at the same time curb the growth of the external 
debt. Incentives and machinery were established 
to expand and diversify exports; a number of 
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Figure XVIII. Mexico, 1965-1971 
Natural scale 


(a) GROWTH OF THE GROSS DOMESTIC 
PRODUCT AND INVESTMENT 


AML Gross domestic product 
LZA_ Gross domestic investment 
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; (b) EXTERNAL SECTOR TRENDS 
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ixes were increased; and in particular public 
ivestment was cut, a special effort being made 
» cut down government imports of inputs and 
juipment. At the same time, stricter controls 
ere instituted with respect to monetary and 
redit policy. 

All these circumstances combined led to the 
reation of an atmosphere of uncertainty, 
ssulting in a downturn in the growth rate of 
vestment and hence in the expansion of 
omestic supply. It proved possible, however, 
» reduce the current account deficit in the 
alance of payments by close to 148 million 
ollars, to keep the rate of increase of wholesale 
rices below that of 1970,7° and to curb the rise 
1 the public debt to some extent. The relative 
nprovement in the merchandise trade balance 


26 The wholesale price index (210 articles) of the Banco de 
léxico S.A. indicates that wholesale prices in Mexico City 
se by 3.7 per cent in 1970-1971, compared with 5.3 per 
nt in 1969-1970. Consumer prices rose by 5.7 per cent 
1970-1971, compared with 5.3 per cent in 1969-1970. 


was not enough to prevent the external debt 
from rising by 9.4 per cent, although this figure 
is very much below the average for the 1960s 
(12.8 per cent). 

As we have seen, encouraging results were 
obtained as regards improving the balance-of- 
payments position and containing inflationary 
pressures, but it proved impossible to maintain 
past rates of expansion of income and employ- 
ment. The reasons for this on the financial side 
would appear to have been the limitations 
imposed by external debt servicing commit- 
ments, the difficulty of expanding the capacity 
to import over the short term and on a sufficient 
scale, and the imbalances in the financing of 
public spending. The trade gap further swelled 
the external debt, while the rapid growth of 
interest and amortization payments substan- 
tially increased the current account deficit. 

Furthermore, a growing volume of credit has 
had to be used to finance public investment. 
The low level of taxation and the maintenance 
of frequently subsidized rates for many public 
services has hampered capital formation in 
State-owned and decentralized enterprises and 
has increased the resources tapped by the 
private banking system. This, coupled with 
stabilization measures, has been the cause of 
the decline in the growth rate of public sector 
investment that began in 1965 and has become 
more acute over the past two years. 

Hence, in 1970, when prices began to rise 
sharply and pressure on the balance of pay- 
ments increased, it was thought that the only 
viable counter-measure was to cut down the 
growth rate of spending, in particular invest- 
ment expenditure by para-State enterprises. The 
situation created by the crisis in the world 
monetary system, the caution natural to the 
early days of a new Government, pressures on 
prices and the external deficit, together with the 
drop in the rate of public spending, could 
scarcely fail to sap the dynamism of private 
capital formation. The decline in the growth 
rate of total investment to 0.5 per cent in- 
evitably affected the growth rates of produc- 
tion and private consumption and also induced 
a drop in imports.?’ 

A series of interconnected effects has thus 
generated a kind of contracting spiral in the 
domestic market. The special restraining 
measures taken by the Government were 
followed by a sharp drop in the growth rate of 
private sector investment, which fell by about 
half compared with the rate for 1970 and the 


27 It should be noted that only imports by the public 
sector declined; imports by the private sector increased by 


about 3 per cent. 
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average for 1960-1970, the net result being— 
either directly through the investment multi- 
plier or indirectly through induced changes in 
employment—a slackening in the growth of 
effective demand. This in turn created a 
climate of discouragement or redoubled un- 
certainty with respect to decisions by entre- 
preneurs to start up new activities or expand 
existing capacity, and the resultant economic 
sluggishness, that was initially confined to the 
consumer goods and construction industries, 
has begun to spread even to the areas furthest 
removed from final demand (production of 
inputs and capital goods). a 

The slow growth of economic activity 
affected price movements in different ways. 
First, the sluggish growth of capital formation, 
which increased by only 0.5 per cent, and in 
particular the drastic fall in public investment 
in the first half of 1971, inevitably held down 
the growth rate of consumption, which was 
approximately 2 per cent. Although this might 
have been expected to exert a depressive effect 
on prices, the restoration of stocks—which had 
been run down during the last quarter of 1970— 
and the relative decline in production partly 
counteracted these trends, while the rising 
prices for certain goods (such as sugar) and 
selective increases in taxation on others, to say 
nothing of increased prices for imported and 
domestic inputs, were also factors in strengthen- 
ing rising price trends, especially for consumer 
goods. 

Secondly, the contraction of public invest- 
ment, particularly in the second half of the year, 
was accompanied by an increase in current 
government spending which to some extent 
stimulated consumption. This increase helped 
to limit the accumulation of stocks, but was not 
large enough to stimulate private investment, 
and it also had the effect of decreasing the 
amount of resources available for financing 
public investment, with a consequent rise in the 
public debt. In view of the restrictive measures 
adopted by the Banco de México, the fact that 
the public debt was financed out of funds from 
the private banking sector meant that the 
potential supply of resources for private 
investment shrank. This contraction, however, 
was more than offset by the fall in demand by 
entrepreneurs for loans, and it may be assumed 
that some of these funds were unused or were 
channelled towards consumption. 


2. Major sectors of activity 
During the 1960s the rapid growth of the 
gross domestic product was due in the main to 
the marked expansion of industry and services, 
and it was precisely these sectors in which 


growth slackened most markedly in 197 
Value added by industry (manufacturin 
construction, mining, petroleum and electricity) 
grew by less than 3 per cent; that of services by 
3.3 per cent; and that of crop and livesto 
farming, forestry and fisheries by 3 per cent ( 
table 97). The provisional figures available) 
indicate virtually without exception growth 
rates that are lower than in 1970 and lower thanf 
the average for the 1960s in all branches of} 
production. | 
Measured in real terms, domestic supply 
expanded by slightly more than 3 per cent: | 
than half the rate achieved in 1970. As no 
above, the main depressive factors were the} 
slackening in the growth of public and private 
capital formation, together with external restrie-} 
tions which made it impossible to implement 
the kind of expansionist policy that might ha 
been pursued had circumstances been different. 
Naturally enough, the downturn in investment {i 


the various sectors of economic activity in 
number of ways. D | 


there were substantial changes in the trends of f 
its component branches, partly as a result of the § 
domestic economic situation. Export items grew / 
more rapidly than production as a whole, 
whereas there was a sizable fall in the srowth 
rate of crops for domestic consumption (see } 
table 98). Among export products, production | 
of coffee and cotton increased, while output of | 
wheat and sorghum, mainly for the domestic 
market, decreased. Maize production grew less 
rapidly than in 1970, but sugar cane production 
showed signs of recovery after declining steadily 
for two years in succession. 

With respect to livestock, equine encephalo- 
myelitis and the drop in livestock production 
owing to the acute drought during 1969 and _ 
1970, which caused serious damage in the 
northern part of the country, led to a further 
dip in growth trends, including a drop of close 
to 21 per cent in exports of cattle on the hoof 
(export of cows was prohibited in order to pro- 
tect cattle stocks). Nevertheless, the value added 
measured in real terms rose by around 3 per 
cent,** owing to increased production in other 
branches, especially pig farming (6.4 per cent). 

Fisheries production continued to increase, 


*® The figures given may to some extent underestimate 
real growth, owing to unregistered increases in the livestock 
inventory. 
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Table 98. Mexico: indexes of agricultural production 
(Base 1959-1961 = 100) 


1967 1968 1969 1970° 1971° 

Total 136.2 142.5 144.4 149.4 153.8 
Crops : 137.1 142.8 143.0 147.5 151.8 
For export . : : 114.6 128.7 tlintey 106.0 lel 
For domestic consumption 147.9 149.5 157.9 167.3 Li9/ile 
Livestock 132.0 141.2 150.6 157.6 162.3 


Source: ECLA, on the basis of official statistics. 
@ Provisional figures. 
> Estimates. 


although less rapidly than in 1970, the catch of 
sardines, lobsters and other species more than 
counterbalancing the decline in the catch of 
shrimp and oysters. Very probably the benefits 
of research programmes and efforts to 
rationalize equipment and co-ordinate the 
operations of co-operatives and fishing enter- 
prises are beginning to become felt.” 

Forestry activities maintained their rate of 
growth, and a start was made on the soundly- 
based expansion of exploitation of the available 
resources. In this connexion, legislation was 
modified to benefit members of ejidos and small 
landowners, the National Institute of Forest 
Research was founded, and progress was made 
in the cadastral survey of woods and in re- 
afforestation programmes. 

The performance of the agricultural sector 
was conditioned, inter alia, by the sluggish 
growth of domestic demand, selective measures 
to control credit, prices policy, and the as yet 
limited effects of export promotion pro- 
grammes. For example, wheat production— 
which dropped by 14.5 per cent—received less 
incentives than cotton and oilseeds. Output of 
cotton recovered appreciably, although the 
volume was still well below the levels achieved 
in 1967 and 1968, despite an improvement of 
close to 20 per cent in world prices during the 
year. The relatively slow reaction of cotton pro- 
ducers to the stimuli of credit and external 
prices may perhaps be attributable to the steady 
rise in costs, which made exporting less attrac- 
tive, and they therefore preferred—as is clear 
from the changes in the structure of supply in 
1965—1970—to plant crops for domestic con- 
sumption which were protected by the system 
of guaranteed prices. 

Better results were achieved with safflower, 
production of which again rose by about 40 per 
cent, while there was a slight decline in the out- 
put of sesame. The bean harvest increased 


ie A new fisheries act is shortly to be promulgated which 
will modernize legislation and facilitate the execution of 
development programmes. 


moderately (by 3.8 per cent), while higher rates 
were achieved in output of rice (14.5 per cent) 
and soya (6.3 per cent). 

The uneven performance of crops for domes- 
tic consumption was matched, albeit less 
markedly, by that of export crops, owing either 
to variations in domestic supply or to changes 
in world markets. Harvests of cotton and chick- 
peas increased quite substantially over 1970 
levels, while output of melons and coffee grew 
moderately, and production of tomatoes, 
henequen and pineapples increased only very 
slightly or fell. 

Although the agricultural development policy 
has not yet reached maximum effectiveness, the 
Government has made efforts to increase 
employment and to promote the expansion of 
production. In this respect it has channelled a 
greater flow of resources towards investment 
projects, has increased credit on a selective 
basis, and has taken the first steps towards 
promoting rural industries. It has also stepped 
up activities to regulate and expand ejidos and 
to provide small landowners with land titles. 


(b) Industry 

The weakening of demand had a marked 
effect on industrial activity, and in all branches 
the rate of growth of production was down, with 
very low levels in construction (—1 per cent), 
mining (—0.4 per cent) and petroleum (+0.9 
per cent), which were attributable to a number 
of factors. The decline in public investment and 
the sluggishness of private investment were 
directly responsible for the falling off of con- 
struction. In mining, the structural factors 
which have kept its growth down to very low 
levels persisted, added to which there was a 
downturn in the growth of domestic demand 
and in the growth of exports, most of which 
are in unprocessed form,*° to say nothing of the 


*° For example, there were reductions in the output of 
gold, silver, sulphur, lead, zinc, cadmium and other ores, 
which were not offset by the increased output of copper 


(22.1 per cent), mercury (17.1 per cent) and fluorite (20.7 
per cent). 
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seneral weakening of world prices. With respect 
0 petroleum, it appears that difficulties were 
ncountered in financing the PEMEX expan- 
10n programmes. 

_The manufacturing sector proper expanded 
oy 3.5 per cent, compared with 9.1 per cent in 
1970, basically owing to the slow growth of 
inal demand (see table 99). The branches most 
uffected by the sluggishness of the market were 
hose connected with consumer goods and con- 
struction. Production of the foodstuffs, 
everages and tobacco group fell slightly, with 
more marked declines in the consumer durables 
zroup. In the first group, output of beer, soft 
drinks, preserved meats, fruit and vegetables 
and maize flour dropped, while in the second 
sroup there were increases only in kitchen 
stoves and motor. cars.*! 

The growth rate of textiles, footwear and 
clothing fell from 8.7 to 5.3 per cent, owing to 
declining demand for certain consumer articles, 
and steadily rising demand for others, notably 
artifical fibres. 

The paper and paper products industries, 
together with printing and publishing, declined 
in absolute terms compared with 1970, as did 
the industries producing construction materials 
and non-metallic materials, despite an increase 
in the supply of flat glass and a small increase 
in cement production. 

The economic picture improved in several 
branches in which the manufacture of capital 
goods and intermediates predominates, notably 
in the chemicals and petrochemicals industries 


31 Data on sales and production indicate declines in the 
manufacture of television and radio sets, vacuum cleaners, 
washing machines and high fidelity equipment. 


(up by 8.5 per cent) and the manufacture of 
machinery (up by 9.5 per cent), and also to a 
lesser extent in the basic metal products industry 
(5.6 per cent). There were, however, some set- 
backs, including some in absolute terms, in the 
manufacture of certain specific articles? and 
there was a general downturn in traditional 
rates of growth. Transport equipment showed 
conflicting trends, the net result of which seems 
to have been an increase of 6.5 per cent in the 
total value added. Output of motor cars and 
tractors rose substantially, but output of lorries 
and railway wagons was down by 8 and 20 per 
cent respectively. As a result of the low volume 
of sales, stocks temporarily rose despite an im- 
provement towards the end of the year. 

The electricity sector achieved the highest 
growth rate (9.4 per cent), as expansion of 
capacity (424,000 kW) coincided with greater 
use of installations. The rate of growth was 
down a few points on 1970, however, and short- 
ages began to be felt in the Federal District 
owing to the postponement of some pro- 
Beanies and difficulties in financing expansion 
plans. 

The Government adopted a number of 
measures designed to reactivate industrial 
activity which are expected to make themselves 
felt in 1972. More wide-ranging incentives were 
granted for exporting manufactures; pro- 
grammes were initiated to improve port and 
transport facilities; the modernization and re- 
vision of fiscal incentives for industrial pro- 


32 Electrolytic copper, ammonium sulphate, seamless 
steel pipes, corrugated bars, soaps and detergents. The steel 
industry’s growth rate dropped appreciably below custom- 
ary levels. 


Table 99. Mexico: value in manufacturing industry 
(At market prices) 
pens Pe 


Thousands of millions of pesos at 1960 prices 


Annual growth rate 


Branch of industry 


1967 1968 1969 41977 dA 977° 1968 1969 1970 1971 
Total : ; Daa 58.6 63.6 69.4 71.8 10.4 8.5 9.1 35) 
Food, beverages and tobacco 16.2 17.4 18.5 19.8 19% 7.4 6.3 7.0 —1.5 
Textiles, footwear and clothing . 9.0 97 10.4 eS 1S 7.8 he 8.7 Bye) 
Paper and paper products’. ind ES Le i) 2.1 2.0 6.3 11.8 10.5 oe 
Printing and publishing eee 2 1.3 1.4 1.5 1.4 8.3 leg Tal yee 
Chemicals and petrochemicals Sadat 8.4 Beil 10.6 (Ms) 1385 LS) 9.3 
Non-metallic minerals . : mae 2.6 2.8 3.0 3.0 13.0 Thal hel — 
Basic metals and metal products 5.5 6.1 6.6 ell Th 10.9 8.2 7.6 ae 
Machinery . . : . op Sy) 5.4 6.3 6.9 DRY 3) 1.9 1S ze 
Transport equipment . ’ LP 3.6 4.1 4.6 4.9 es) 13:9 ae a 
Other manufacturing industries . 2.4 2 2.8 Bioll By 4.2 12.0 : 

> Estimates. 


Source: ECLA, on the basis of official statistics. 
* Provisional figures. 


181 


duction was announced, and work began on the 
preparation of specific programmes to en- 
courage the establishment of manufacturing 
plants outside the main urban centres as a first 
step towards reducing the excessive concentra- 
tion of activity. Furthermore, at the end of 
1971 an ambitious plan was adopted for the 
construction of workers’ housing, which is to be 
financed by private enterprise and the Federal 
Government and should help to meet urgent 
social needs and to increase the tempo of con- 
struction activity. 


(c)ePrices / 

The slackening in the tempo of economic 
activity was accompanied by price rises that 
affected wholesalers and consumers to a dif- 
ferent extent. Inflationary pressures were the 
result of both temporary and structural factors. 


Temporary factors included increased taxes on 


soft drinks and alcoholic beverages, a special 
surcharge on the sale of luxury goods (which 
affected most consumer durables), increased 
prices for certain products (sugar and sugar 
products), new labour legislation, and the rising 
trend of world prices for imports. As regards 
structural factors, import substitution, especi- 
ally the production of intermediate and capital 
goods at a cost generally higher than com- 
parable imports, has been generating price in- 
creases which are usually passed on to a large 
number of productive activities. 

In Mexico City, most of the price increases 
seem to have been in nondurable consumer 
goods, which are relatively price-inelastic, and 
this, together with the sluggishness of the 
economic system, was probably the reason for 
the reduction in demand for less essential goods. 
Output of consumer durables contracted 
sharply, with prices moving in keeping with the 
ability of enterprises to cut back on production, 
build up stocks, export, or pass on increases in 
costs and taxes to the consumer. 

The foregoing explains why prices rose in 
1971 and why the trends of the wholesale and 
the consumer price indexes were different, the 
wholesale price index rising by 3.7 per cent, 
as opposed to 5.3 per cent in 1970, while the 
consumer price index rose by 5.5 per cent, com- 
pared with 4.8 per cent in 1970.°° The whole- 
sale price index was particularly affected by the 
smallness of the rise in the price of producers’ 
goods (barely 2.2 per cent in 1971). The move- 
ment of the consumer price index, in contrast, 
was the result of sizable increases (4.7 per cent) 
in prices for non-durable consumer goods and 


33 The consumer price index for Mexico City rose by 
5.3 per cent in 1970 and 5.7 per cent in 1971. 
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slightly smaller increases (3.7 per cent) in those 
for consumer durables. In the final analysis, 
although inflationary pressures slackened in the 
economy as a whole, the figures for the different 
sectors show that prices continued to depress 
effective demand from the vast mass of the 
population. 


3. The external sector and the balance 
of payments 4 
In the main, external sector trends remained 
unchanged in 1971, despite the changes that} 
occurred as a result of the special domestic 
situation and the state of world markets. The 
stabilization policy, coupled with the moderate 
rise in production, meant that the level of im- 
ports of goods and services remained stationary. 
The expansion of total exports, which increased | 
by around 7 per cent at current prices, partly as 
a result of the incentives provided by the 
Government,** was not affected by the uncer- 
tain situation of the world economy and the+ 
decline in economic activity in a number of . 
industrialized countries, and it was also assisted 
by the disposal of surpluses that could not be ; 
sold on the domestic market. The result was a | 
reduction in the trade deficit of some $150) 
million (see table 100). | | 
i 
t 


Net remittances in respect of interest, 
dividends and other external investment income & 
rose from $687 million to close to $750 million 
despite all the measures taken to reduce the} 
external debt.3> The current account deficit was § 
thus again at a high level (close to $900 million). 
The fact that more than 80 per cent of the total] 
payments deficit was accounted for by foreign | 
factor payments would seem to indicate that 
restraining imports is probably not the answer, 
particularly since imports, excluding tourist 
expenditure abroad, are made up for the most 
part of articles that are essential for develop- 
ment (intermediate and capital goods).*° 


q 


! 


(a) Imports 
As far as can be gauged from the incomplete} 
data available, the most outstanding recent! 


** Noteworthy among these are the granting of mores 
comprehensive subsidies for exports of manufactures, 
encouragement of an active trade policy, the expansion of j 
credit for the production of certain primary export pro-} 
ducts, the granting of special incentives to encourage foreign hi 
enterprises to expand their exports, and programmes tot 
promote tourism. 

*° These figures include the remuneration of other factors 
of production to and from foreign countries. In 1970 this 
represented a net foreign exchange income of $84 million.| 

*°Exports of goods and services grew at an annual rate of f 
7.9 per cent between 1966 and 1971, imports at close to 


9 per cent, and factor payments at slightly less than 14 per 
cent. 


Table 100. Mexico: balance of payments 
(Millions of dollars) 
ee 


1960 1965 1969 1970 1971* 
urrent account 
Exports of goods and services 1,340.0 1,965.0 2,897.0 2,977.0 3,188.0 
Goods f.0.b. 764.0 1,146.0 1,454.0 1,399.0 ‘1,456.0 
Services 5 . : 576.0 819.0 1,443.0 1,578.0 1,732.0 
Imports of goods and services . 1,481.9 2,024.0 2,889.0 3,347.0 3,345.0 
Goods f.0.b. 1,150.2 1,522.0 20140 23920 23440 
Services 1 : ; ; 331.7 502.0 875.0 955.0 1,001.0 
Net foreign investment income . — 190.5 — 339.0 — 617.0 — 687.0 ~150 0 
Net private transfer payments . —6.9 —5.0 17.0 22.0 20.0 
Balance on current account — 339.3 — 403.0 — 592.0 — 1,035.0 - 887.0 
Capital account ae ' 
Net external financing (a+b+c+d-+e) SSeS 403.0 592.0 1,035.0 887.0 
(a) Net non-compensatory external capital 189.6 222.0 590.0 779.0 
Direct investment : — 38.1 214.0 297.0 353.0 
Long- and medium-term loans 363.2 372.0 974.0 887.0 
Amortization payments — 189.5 — 368.0 — 524.0 — 550.0 
Short-term liabilities 52.2 4.07 i 1570 90.0 10h 
Official transfer payments ; : 1.8 o — —1.0 
(b) Non-compensatory domestic capital and 
assets ‘ —2.1 — 98.0 208.0 30.0 
(c) Errors and omissions ; : ‘ ‘ ies. 218.0 — 259.0 256.0 
(d) Allocation of SDRs ; : ‘ ‘ = a = 45.0 39.6 
(e) Net compensatory movements (increase —) 20.3 61.0 53.0 —75.0 — 200.0 
Balance-of-payments loans, trade arrears, 
deferred payments, IMF position and other 
liabilities of the monetary authorities 4.8 — = 
Amortization payments. f . — = A170 \ Geta 220) 
Movements of gold and foreign exchange 
reserves (increase — ) : 3 13:3 61.0 70.0 —4.0 —181.0 
SDRs (increase —) : . : : — — — — 48.0 — 48.0 
~ SouRCE: IMF, Balance of Payments Yearbook, vols. 17 and 22. * Estimates. 


development in imports was the reduction of 
public sector imports by more than $100 million 
(19.3 per cent), attributable on the one hand to 
the decline in public investment and to restric- 
tive controls, and on the other to the drop in 
agricultural imports (down to $46.3 million) 
owing to the recovery of maize output. Imports 
by the private sector, in contrast, rose by close 
to $60 million, although at a less rapid pace 
than in 1970 (see table 101). 

Imports of consumer goods contracted by 


18.5 per cent, mainly owing to a decrease in 
imports of cereals, since imports of milk 
products increased (by 81 per cent), as did those 
of books (38 per cent) and motor cars (16 per 
cent). Other import items very clearly showed 
the effects of the slackening of the tempo of 
economic activity. Imports of producers’ goods 
expanded by less than | per cent, with capital 
goods falling by 3.8 per cent and inputs and 
raw materials rising by 5.8 per cent (see table 
102). 


Table 101. Mexico: merchandise imports by the public and private sectors 


Millions of dollars Annual growth rate 
1967 1968 1969 1970 1971* 1968 1969 1970 1971 
Total 1,745.9 1,960.0 2,078.0 2,460.8 2,410.6 WSS 6.0 18.4 —2.0 
Public sector . 406.7 376.6 415.1 557.6 449.8 —7.4 10.2 34.3 —19.3 
Private sector. 1,339.2 1,583.4 1,662.9 1,903.2 1,960.8 18.2 5.0 14.4 3.0 


SouRCE: Statistical Department of the Ministry of Industry and 
Commerce. Totals do not correspond with balance-of-payments 
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figures owing to adjustments in calculations. 
® Provisional figures. 


Table 102. Mexico: value of imports, by economic destination 


Millions of pesos Annual growth rate 

1969 1970 1971? 1970 1971 

Total 25,975 30,760 30,132 18.4 —2.0 
Consumer goods 672 1,506 1,228 124.0 —18.5 
Raw materials 10,467 12,035 235 15.0 5.8 
Capital goods. 10,990 12,522 12,044 13.9 —3.8 
Other 3,846 4,697 4,127 22a —12.1 


SouRCE: Statistical Department of the Ministry of Industry and 
Commerce. 


With the exception of machinery and equip- 
ment and motor vehicles other than motor cars, 
imports of all the main capital goods fell, 
particularly in the case of railway equipment, 
electrical apparatus and machinery, and pre- 
cision instruments. Imports of raw materials 
and inputs expanded, however, especially those 
connected with such growth industries as 
chemicals (17.2 per cent), plastics (8.1 per cent), 
and motor car parts and components (8.4 per 
cent), and those where domestic supply of 
similar products expanded too slowly (petro- 
leum?’ and fish meal). Imports of intermediate 
goods for other industries generally declined or 
remained stationary (iron scrap, smelting 
products, paper, pulp and paper board, fats and 
oils, etc.). 

Outflows in payment for non-factor services 
continued their rapid upward trend, mainly 
owing to the increase in expenditure by tourists 
abroad and in border transactions, which 
totalled close to $800 million, a rise of slightly 
over 7 per cent more than in 1970. 


(b) Exports 

Merchandise exports in 1971 followed a 
trend that differed appreciably from what might 
be considered normal, owing to the unusual 
economic circumstances of the country and also 
to specific factors affecting the supply, demand 
and prices of the main export goods. 

In general, agricultural exports were slightly 
down on 1970 levels (see table 103), owing to 
very uneven performance in the various 
branches. 

Exports of shrimps rose by approximately 10 
per cent, despite the decrease in the catch 
already referred to, because more shrimps were 
exported at the expense of domestic supply and 
world prices were higher. Exports of maize, 
which had been negligible in 1970, increased 


7 Imports of petroleum and petroleum products totalled 
almost $95 million, for the first time appreciably outpacing 
exports of similar products ($24 million). 


® Provisional figures. 


foreign exchange earnings by almost $17 mil- 
lion, and exports of other agricultural products 
(fresh fruit, garden vegetables, and tobacco and 
other minor items) also increased appreciably. 

Revenue from coffee exports dropped slightly 
(1.1 per cent), because although the volume was 
greater world prices fell. Despite the increase in 
cotton output and better prices, exports of this 
commodity fell by 17 per cent owing to short- 
comings in distribution and owing to the fact 
that some countries delayed placing orders for a 
time because of uncertainty about the dollar. 
Although some supply problems led to a slight 


fall in the volume of sugar exports, increased | 


world demand, particularly from the United 


States market, enabled exports slightly above | 


the 1970 level to be achieved. Tomato produc- 
tion suffered the effects of bad weather in the 
Sinaloa region which not only reduced harvests 
but also in some cases made it impossible to 


meet delivery dates, bringing about a 14.4 per | 


cent decrease in producers’ export earnings. 
Exports of livestock and meat experienced a 
serious setback, falling in value by close to $21 


million, mainly owing to the poor performance | 
of domestic production, as average prices for | 
both items did not change to any significant — 


extent. 


The performance of ore exports was affected | 
by factors which were mostly associated with | 
the weakening of external demand. With the | 


exception of fluorite—exports of which rose 
from $24 to $29 million—and copper, other 
mining exports remained stationary or fell dur- 
ing 1971. The steady decline in prices brought 
a further drop in the value of exports of sulphur 
(—3.5 per cent) and zinc (—15.9 per cent). 
There were also substantial declines in exports 
of lead, mercury and bismuth. 

The main factor in the rapid growth of 
merchandise exports was the sharp rise in 
exports of manufactures, which are estimated to 
have expanded by 28.2 per cent in 1971. 

There were a number of factors which played 
a part in the increase in exports of manufactures. 
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Table 103. Mexico: principal exports 


Quantity Value? 
(thousands of tons)* (thousands of millions of Growth rate 1971 
pesos) 
1970 L971 1970 1971° Quantity Value 
Total 
ecultural 1 bane 18 ,038.8 5.4 Srl 
i, a 114. 8,851.4 —3.3 —2.9 
processec 2,909.4 2,812.5 —1.5 —3.3 
Fresh fruit 223.1 250.5 "399. : 
: : 364.5 399.0 123 OS) 
Beef cattle 933.6 755.8 989.5 733.0 —19.1 =25.9 
Fresh vegetables 169.5 189.1 156.2 176.7 1 1.6 13.1 
Maize 0.1 276.7 0.2 212.6 a aE 
Tomatoes 365.3 312.0 1,346.5 1,152.8 —14.6 —14.4 
Wheat 29.9 24.5 18.6 26.2 ~18.1 40.9 
ee , 83.9 ihile — 231.0 
6,204.6 6,038.9 —3.9 —2.7 
Cotton 213.8 166.0 1,546.6 1,284.3 —22.4 —17.0 
Sugar 578.0 546.2 1,130.2 151333 —5.5 0.3 
Resin 21.6 24.4 73.6 101.1 13.0 37.4 
Coffee 80.9 91.8 1,076.0 1,063.8 IByS) —1.1 
Shrimps . 28.8 31.0 787.1 864.5 7.6 9.8 
Fresh meat F 46.6 42.1 $74.2 562.7 —9.7 —2.0 
Strawberries (sweetened) 62.1 35.1 237.4 130.0 — 43.5 — 45.2 
Processed henequen . 50.3 65.1 149.3 197.9 29.4 32.6 
Wood : 2 es Bil 2 92.5 122.8 13.4 32.8 
Non-crystallizable honey 361.4 639.3 88.2 147.8 76.9 67.6 
Tobacco . 10.8 10.8 138.2 146.5 _ 6.0 
ee Other : z ‘ 311.3 284.2 — Sai, 
Mining and petroleum products . 2,684.7 2,386.8 —4.2 =111 
_ Unprocessed 1,330.1 1,218.9 —6.3 —8.4 
Sulphur . 662.0 682.8 204.9 197.7 Be! —3.5 
Fluorite . 919.5 1,094.1 298.1 360.1 19.0 20.8 
Piped gas 1,261.8 645.6 91.2 47.9 — 48.8 —47.5 
Common salt 3,406.8 3,365.4 122.6 1227) —1.2 0.1 
Zinc concentrates 326.3 270.7 591.3 470.0 —17.0 — 20.5 
Other 22.0 20.5 — —7.8 
Processed é ; 1,354.6 1,167.9 1.4 — 13.8 
Impure copper bars . 5.0 9.6 89.6 134.7 92.0 50.3 
Metallic mercury 12 i} 146.1 110.1 8.3 —24.6 
Lead oxide : . : 40.7 40.8 162.3 139.8 0.2 — 13.9 
Petroleum and petroleum pro- 
ducts 2,643.9 1,451.1 388.6 301.2 —45.1 —22.5 
Refined lead Sid, 76.3 B25 as 252.0 — 13.0 —22.5 
Toluene . Set 36.4 19.4 PAW) 16.3 9.3 
Refined zinc 38.1 42.3 126.0 133.8 11.0 6.2 
Other f : ; RE 75.1 — —22.8 
Manufactured products. : 4,885.7 6,261.9 DBs 28.2 
Organic and inorganic fertilizers 180.7 171.4 104.9 125.8 —5.1 19.9 
Copper wire and cable . 0.2 2.0 3.8 28.3 900.0 644.7 
Base metal products 21.6 20.3 3279 132.6 —6.0 0.2 
Hormones . : ‘ : 0.2 0.2 224.4 261.3 0.0 16.5 
Iron and steel sheets and sections 149.7 201.3 258.1 364.5 34.5 41.2 
Printed books : ; : 5.5 4.0 210.5 144.3 —27.3 —13.4 
Electrical machinery, appliances and 
equipment , ieee) 18.2 763.5 885.3 34.8 16.0 
Medicines . 2 : 3 : 1.0 1.4 85.0 112.8 40.0 327) 
Parts and components for machinery 
or appliances f F ; , 8.2 EO) 443.1 694.3 34.1 56.7 
Parts and components for vehicles . a3 34.5 425.5 634.1 48.1 49.0 
Iron or steel tubes 38.7 88.4 100.6 209.2 128.4 108.0 
Glass . 24.6 31.6 99.1 137.1 28.5 38.3 
Other. : 2,034.3 pers) _ 24.5 
Inclassified products 477.6 538.7 — 12.8 


Source: ECLA, on the basis of statistics from the Statistical 
epartment of the Ministry of Industry and Commerce. — : 
® Beef cattle is expressed in thousands of head, and piped gas in 


illions of cubic metres. 


> Includes revaluations. 
© Provisional figures. 
4 Estimates on the basis of indexes of volume. 


First, there were the promotional measures 
instituted by the Government, the improvement 
of institutional arrangements, and the establish- 
ment of new trade agreements and contracts 
with a number of countries: especially the efforts 
to make greater use of the Latin American mar- 
ket and the preferential arrangement of the 
Latin American Free Trade Association. Thus, 
for example, exports to the LAFTA countries 
rose by more than 26 per cent to a value of 
more than $100 million (see table 104), and 
exports to Central America and Panama also 
expanded rapidly, although not at quite the 
same pace (10 per cent approximately). 

Secondly, although their activities are not 
completely reflected in normal exports, the 
establishment over the past five years of more 
than 300 making-up or assembly plants along 
the border with the United States has generated 
gross sales of some $300 million, in addition to 
providing employment in the border areas.** 

Thirdly, the relative contraction of domestic 
demand played an especially important role in 
1971, since many manufacturing enterprises 
were forced to look to external markets in order 
to prevent excessive rises in stocks or to dispose 
of production surpluses. To some extent this 
indicates that there is a margin of potential 
capacity available for expanding exports of 
manufactures, but it would be wrong to think 
that this is anything but a temporary feature of 
the situation. Generally speaking, the relation 
between domestic and external prices favours 
the channelling of supply to the domestic mar- 
ket, and hence if demand expands at its cus- 
tomary pace, a significant proportion of the 
supply of goods available for export in 1971 will 
tend to disappear. In some cases, moreover, the 
level and trend of world prices would not appear 
to justify large increases in exports. 


*8 Further expansion of these plants is currently encoun- 
tering opposition from one of the major United States trades 
unions, and it is possible that restrictive legislation (the 
Hartke-Burke bill) will be adopted, resulting in the elimina- 
tion of the advantages at present granted in the United 
States Customs Code. 


Millions of dollars 


Table 104. Mexico: trade with LAFTA countries 


Take, for example, exports of copper wirg 
and cable. These exports soared spectacularl 
(162 per cent) in 1969, owing to an unexpected] 
sharp rise in world prices, but in 1970 the 
dropped by 96 per cent as a result of the 6 per 
cent drop in world prices and the strengthening 
of domestic demand. In 1971, however, eve HH 
though unit prices fell by more than 56 per cent 
the value of exports of copper wire and cable 
rose almost fourteen-fold. A similar trend is 
observable with steel pipes, exports of which 
were valued at 138.8 million pesos in 1969} 
100.6 million in 1970 and 209.2 million in 1971 
while average prices per ton rose from 2,500f 
pesos in 1969 to 2,600 in 1970 and then dropped 
to 2,300 in 1971. Exports of steel products weres 
also favoured by the strike of dock workers at 
the eastern seaboard ports of the United States 
which diverted to Mexico a part of the demand 
usually supplied by European countries. 

Although complete data are not available to 
give a precise estimate of the magnitude of 
the exports affected under these special meee 


tions, information indicates that a wide range 0 
products were involved (copper wire, stee 
tubes and sheets, electrical and electronic ap- 
pliances, ceramic and mosaic tiles, cotton tex- 
tiles, and glass and crystal products). ) 

Earnings from tourism and border trans-: 
actions continued to rise rapidly, with a com- 
bined increase at current prices of approxi- 
mately 9 per cent in 1971, generating a surpluss 
on the services account of $730 million and off-- 
one a large part of the deficit on merchandise’ 
trade. 


(c) The capital account 
_ Rough estimates indicate that direct foreign) 
investment (including reinvestment) amounted! 
to slightly over $350 million, with gross loans 
totalling between $750 and $800 million and 
net loans between $250 and $300 million. 
Bearing in mind the increase in the reserves 
(estimated by the Banco de México at $200 
million), the remainder would probably amount! 
to between $400 and $490 million in short-term 


Annual growth rate 


1967 1968 1969 1970 19718 1968 1969 1970 1971 
Imports. 38.6 42.9 51.8 63.9 78.8 1d 29.7 23.2 23.4 
Exports . 57.2 62.2 86.2 92.5 117.1 8.8 38.4 14 26.6 

Balance 18.6 19.3 34.4 28.6 38.3 a ae tks ua 


Source: Statistical Department of the Ministry of Industry and 
Commerce. 


* Provisional figures. 
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apital and other movements included under 
rrors and omissions. 


4. Public finances, money and credit 


Monetary and credit policy continued in 1971 
» be aimed at preventing pressure on the 
xchange rate and prices, as well as at promot- 
ig the channelling of resources towards high 
riority activities or facilitating public sector 
nancing. 

With this end in view, the compulsory 
sserve requirement for finance houses was 
aised, and similar measures were taken with 
espect to the liabilities of mortgage banks. 
rovisions were introduced to reduce the 
nterest rates charged by these financial 
astitutions in order to bring them into line 
vith world levels and hold down the inflow of 
hort-term capital to the level of domestic 
equirements. 

Partly as a consequence of the above 
although a key influence was also the reduced 
lemand for liquidity accompanying the slow 
rowth of the economy), the money supply 
ncreased by barely 8.3 per cent compared with 
0.5 per cent in 1970 (see table 105). 

Total liabilities of the banking system rose at 
nuch the same pace as in 1970 (16 per cent), 
ut there were marked changes in the structure 
f inflows and in their composition. The 
esources absorbed by the private banking 


system in 1971 rose by 15.8 per cent, as against 
20 per cent in 1970. Finance companies and 
mortgage banks were the hardest hit, although 
other banks were also affected.°°. In contrast, 
official institutions absorbed 26 per cent more 
resources than in 1970, chiefly through the 
issue of securities, so that the final result, when 
the rapid expansion of foreign exchange 
liabilities is taken into account, was that the 
increase in the volume of resources collected by 
the banking system as a whole in 1971 did not 
eee the previous year’s level (see table 

The second important change in the banking 
system’s source of funds was that savers 
preferred bonds to other forms of security and 
time deposits. This is apparently due to the 
change in interest rates,*° although uncertainty 
regarding the economic situation of the country 
may also have led savers to prefer highly liquid 
assets. 

The data available are not sufficient to 


3° The slow growth of the liabilities of the deposit banks 
made it necessary for the Banco de Mexico to provide 
unusually heavy support (868 million pesos), and this 
enabled these banks to increase credit lines at an annual 
rate of not less than 6 per cent. 

49 Interest rates on promissory notes fell by 1 per cent, 
while those for bonds dropped by slightly over one third 
of a point (see Banco de México, Informe Anual, 1971, 
Mexico City, 1972). 


Table 105. Mexico: money supply 


Thousands of millions of pesos 


End-of-year balances 


Annual growth raie 
Annual increments 


1969 1970 197]? 1970 197]* 1970 1971 

Total . ; : F 44.3 49.0 Sysiyl 4.7 4 10.5 8.3 
Notes and coins in circulation 18.2 20.1 21.8 129 ee] 10.4 8.5 
Demand depositsinlocalcurrency 26.1 28.9 3163 2.8 10.6 8.2 


SourcE: Banco de México, Informes Anuales. 


* Provisional figures. 


Table 106. Mexico: resources received by the banking system 
(Thousands of millions of pesos) 


End-of-year balances Annual increments Annual growth rate 


1969 1970 1971? 1970 1971° 1970 1971 

[otal . é 174.5 ZOE 234.5 27.6 32.4 sy he 
i 4.8 : iS 

Foreign currency B23 33.8 38.6 NES 

Local currency . 142.4 168.3 195.9 25.9 27.6 18.2 16.4 

Private institutions 100.2 120.2 139.3 20.0 19.0 20.0 es 

National institutions 2h], 2576 3209. 3.9 6.6 17.8 ie 
Banco de México . 20.5 22S 24.4 2.0 2.0 9.8 : 


SouRCE: Banco de México, Informes Anuales. ® Provisional figures. 
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permit of detailed analysis, but several points 
indicate that the propensity to concentrate 
funds and savings in fixed-income securities 
with option to repurchase on demand and at 
par, in addition to being an excessive drain on 
the resources of the money market, might bring 
about a situation of excess liquidity in the 
liabilities of the investment banks, only partly 
guarded against by the Central Bank’s pro- 
visions regarding compulsory investment and 
reserve requirements. 

Although in relative terms there was a drop 
in the absorption of resources by the private 
banking system, the system’s liquidity tended to 
rise owing to the slackening of demand for loan 
funds from the economy. Thus, while the total 
financing granted by the banking system 
increased, albeit somewhat less rapidly than in 
1970 (14 as opposed to 16.3 per cent), financing 
companies and mortgage banks found them- 
selves with resources in excess of market 
requirements.*! Private institutions as a whole 
expanded their credit by 13,400 million pesos, 
which compares unfavourably with the figure of 
17,300 million achieved in 1970 (see table 107). 
The difference was made up by the notable 
increase in loans and transactions by public 
institutions, made possible by an increased 
inflow of domestic and external resources. 
Gross financing by the Banco de México was 
not a decisive factor, as it grew at much the 
same rate as in 1970. 

Looking at the allocation of bank financing 
by activities, a certain generalized weakening 
in growth rates is to be observed (see table108). 
The rate of growth of credit to enterprises and 
private individuals fell from 18 to 15.4 per cent 


= The Banco de México received from these institutions 
2,773 million pesos in deposits over and above the legal 
reserve requirements. 


Table 107. Mexico: financing by credit institutions 


Annual increments 
(Thousands of millions of pesos) 


between 1970 and 1971, the differences being 
particularly great in the case of agriculture ana 
mining, while commerce and industry only 
dropped one and two points, respectively. Tha 
growth rate of Federal Government financings 
fell off slightly, although in absolute terms 1% 
increased at much the same pace as in 197( 
(slightly less than 5,000 million pesos), reflecting 
the lack of dynamism of public investment. 

Public sector financing continued to be 
hampered by the restricting factors that have 
been in evidence for some time, namely the 
inelasticity of the tax system and the main 
tenance of rates for many public utilities that de 
not correspond to real rises in costs. Simuilai 
effects were exerted by the policy of keeping 
levels of economic activity in line with con 
siderations of monetary and exchange stability 
Very provisional calculations indicate that th 
growth rate of current receipts fell from 14 to $ 
per cent, owing to the relative recession in 
production and the sluggish growth of certai 
public services. The same was not true ob 
current expenditures, however, because rising| 
wages forced the rate of increase up from 12 per 
cent in 1970 to 13.7 per cent in 1971. The nee 
result was that savings on current account fell 
by almost 2,000 million pesos (see table 109). | 

Real investment, at current prices, fell by 4 
per cent (equivalent to almost 10 per cent in reas 
terms). Nevertheless, the total deficit of the 
public sector rose to some 11,000 million pesos# 
The policy of restraining public capital forma 
tion mostly affected the para-State agencies anc 
the department of the Federal District, since 
expenditure by the Federal Government re4 
mained virtually stationary. 

With the aim of improving the Government’s 
financial position and promoting policies tc 
reactivate the economy, at the end of 1971 some 
modifications were made in tax legislation— 


Annual growth rate 


1970 1971? 1970 1971 
Total . : : : PUES 273 16.3 14.0 
Banco de México. : Sy 5.4 11.9 10.9 
National institutions . 5 4.8 8.5 9.5 15.4 
Private institutions Ihn3: 13.4 2a5T 14.9 
Deposit and savings 
accounts . ; : 44 3.8 18.5 13.6 
Finance houses ; 1a 7.4 28.8 15.0 
Other private institutions 1.8 22 WE 17.6 


Source: Banco de México, Informes Anuales. 
* Provisional figures. 


» Includes deposits by the banking system and other investors on current account in the Banco de México. 
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Table 108. Mexico: bank financing by economic destination 
(Thousands of millions of pesos) 
ee ee Se FE ee 


End-of-year balances Annual increments Annual growth rate 
1969 1970 1971]? 1970 197 1° 1970 197]? 

otal . 167.2 194.5 221.8 PH | 
rivate sector® 1249 1474 ~~ ‘170.0 22.5 rie ae ay, 
Credit PiSct 136.3 7a 21.2 DiS 18.4 15.7 
To agriculture 16.2 17.7 18.4 1.5 0.7 9.3 3.9 
To mining 1.7 a1 3.6 1.4 0.4 79.9 14.5 
To industry . 65.4 78.8 94.0 13.4 5.2) 20.4 19.3 
To commerce 31.8 36.7 41.7 4.9 5.0 15.5 13.6 
Securities 9.8 11.0 12.4 2 1.3 13.0 12.0 
ederal Government 42.3 47.1 51.8 4.8 47 114 9.9 
Credit 0.9 0.8 iLit —0.1 0.3 —11.3 36.7 
Securities 41.4 46.3 50.7 4.9 4.4 11.9 9.4 


es ee 


Source: Banco de México, Informes Anuales. 
* Provisional figures. 


» Includes public sector enterprises. 


Table 109. Mexico: consolidated accounts of the public sector* 


Thousands of millions of pesos 


Annual growth rate 


1969 1970° IAM bs 1970 1971 
Current income : : 69.7 TSS 86.5 14.1 8.8 
Current expenditure. : : 58.0 65.1 74.0 ied ee 
Surplus or deficit on current account 11.7 14.4 12.5 23.0 — 13.2 
Capital income 0.8 0.9 0.6 12.5 — 33.3 
Capital expenditure 26.3 25.0 24.1 —49 --3.7 
Real investment 20.6 21.8 20.5 5.8 — 6.0 
Financial investment. Sel oye) 3.6 43.9 XS) 
Over-all surplus or deficit Ie oF 11.0 — — 


Source: Ministry of Finance and Public Credit and ECLA estimates. 
® Includes Federal Government, Department of the Federal District, Altos Hornos de México S.A., Guanos 
y Fertilizantes de México S.A., the Mexico City public transport system, and sixteen bodies or enterprises subject 


to budgetary control. 
> Provisional figures. 
° Estimates. 


rincipally in order to raise taxation on income 
rom securities—and a number of investment 
rogrammes were announced, notably a pro- 
ramme for the construction of workers’ 
ousing. 


NICARAGUA 


1. Recent economic trends 


In 1971, the gross domestic product increased 
y 4 per cent as against the rate of slightly more 
van 5 per cent attained in the previous two 
ears (see table 110). ; 

Despite Government efforts to maintain high 
vels of public investment, the slow growth rate 
f exports in terms of constant prices (0.9 per 
ent compared with 6.8 per cent in 1970) and 
1e absence—due particularly to the deteriora- 
on of the Central American Common Market 
_of conditions such as to give any real stimulus 
) private investment slowed down the growth 


of total demand, which reached a level of 6,989 
million cordobas (an increase of 4.5 per cent, 
compared with the increase of 6.5 per cent 
recorded in 1970). With regard to supply, the 
more rapid rate of increase of agricultural 
production—4.7 per cent, compared with 2.5 
per cent in 1970—was not sufficient to compen- 
sate for the slower growth of most other 
branches of production.. The slower rate of 
increase of the gross domestic product was 
accompanied by a less moderate (6.2 per cent) 
increase in imports of goods and services. 

In contrast to 1970, when external demand 
and its multiplier effects were the main factors 
in the growth of the gross domestic product, the 
determining influences in 1971 were internal 
factors (particularly public investment) which 
stimulated production but did not wholly make 
up for the decline in exports. ‘ 

Government measures to increase public 
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Figure XIX. Nicaragua, 1965-1971 
Natural scale 
(a) GROWTH OF THE GROSS DOMESTIC 
PRODUCT AND INVESTMENT 
MMM Gross domestic product 


Annual growth rates LZA_ Gross domestic investment 


1965 66 67 68 69 70 7 


(b) EXTERNAL SECTOR TRENDS 
Index : 1960 = 100 
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ving, together with more intensive use of 
<ternal resources, helped public investment to 
yntinue its recovery from the drop suffered in 
968, and it proved possible to arrive at a figure 
f 241 million cordobas at 1966 prices, thus 
nproving on the already high 1967 levels. The 
ublic investment programmes continued to be 
irected towards the establishment of an 


dequate infrastructure, particularly through 


yad-building.*” expansion of electricity generat- 
ig capacity, communications programmes, 
1e starting of work on a banana terminal at 
‘orinto, and the completion of a ferry terminal 
t Potosi constructed, on account of the 


42 Tn 1971 the section between El Portezuelo and Las 
fercedes (CA—1) was finished and work was continued on 
e highway to assist the development of the Northeast, the 
io Blanco-Siuna road, and the Bonanza-Rosita-Puerto 
abezas road. Studies and plans also exist for the Managua 
ng road to be financed with the aid of loans from the 
CIE, and a minor road improvement plan, to be financed 
y IDA. 
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closure of the Pan-America Highway between 
Honduras and El Salvador, in order to facili- 
tate trade between Nicaragua and El Salvador 
across the Gulf of Fonseca. 

Despite the considerable increase in exports 
of cotton and meat—24 and 13 per cent, 
respectively—the drop in coffee exports and the 
decline in sales to the Common Market kept the 
total increase in volume of exports down to 
around | per cent. Private investment, however, 
showed a tendency to increase at a moderate 
rate (around | per cent), modifying the falling 
trend of 1970, probably as a result of the 
strengthening of the agricultural sector. The 
investment coefficient (16.8 per cent) dropped 
in comparison with the early years of the 1960s, 
and this would explain the slower development 
of the economy. It can be assumed that the 
normalization of trade relations in the sub- 
region—which would stimulate Nicaragua’s 
exports, especially of intermediate goods—and 
the realization of some prospects for exporting 
several items (meat, shrimps, yucca amd 
bananas) to the rest of the world will provide 
sufficient incentive for the formation of private 
capital over the next few years. 

In 1971, however, the factors most active in 
promoting demand—principally the purchasing 
power of exports and investment expenditure— 
were weaker than in 1970, with the result that 
consumption likewise increased more slowly 
than the year before, growing by only 4.5 per 
cent (7.6 per cent in 1970) to reach a total of 
4,599 million cordobas. 


2. Major sectors of activity 


In contrast with 1970, agriculture had a 
better rate of growth (4.7 per cent) than the 
economy as a whole (4 per cent), mainly on 
account of the favourable results achieved by 
export items (an increase of 6.3 per cent). 

The cotton supply increased by 6 per cent 
during the 1970-1971 season, mainly owing to 
the increase in the average yield from 28 to 38 
quintals per manzana (rather more than 14 
acres).4> The area sown was reduced from 
156,000 to 136,000 manzanas, owing to the fact 
that many of the marginal producers gave up 
cotton-growing on account of the poor 
international prices in 1970 and the selective 
credit policy of the National Bank, aimed at 
assisting only producers with a proven record 
of securing yields of more than 35 quintals per 
manzana. Despite the increased average yield, 


43 In addition costs were reduced as a result of the 
integrated national pest control programme introduced in 
1968, which has permitted a reduction in the number of 
applications of insecticides. 


however, the volume of production (344,000 
bales) is still less than the average for the period 
1965-1969. World prospects for the 1971-1972 
season seem promising: the upward price trend 
has been maintained as a result of the present 
scarcity of supply, and an increase of 3 million 
bales is expected in world production, which 
would be sufficient to satisfy demand. This 
favourable price situation has been clearly 
reflected in Nicaragua in the increase in the 
areas registered for cotton production in the 
1971-1972 season.“ Nicaragua cotton prices 
may, however, be adversely affected by the 
situation in the Japanese textile industry 
(Nicaragua’s main buyer) owing to recent 
international monetary adjustments, and more- 
over the relatively high world cotton prices 
appear to be reinforcing the tendency to 
substitute synthetic fibres for cotton. 

Coffee production increased considerably in 
1971 (7 per cent), owing to improved yields and 
to the programme of renewal and replacement 
of coffee bushes initiated in 1966.*° In the 
1970-1971 season, 657,000 bags of coffee were 
produced and 473,000 exported, so that stocks 
at 30 September increased by 112,000 bags 
compared with the same date in 1970. Recent 
data indicate that a considerable part of these 
stocks was allocated to the quota for the first 
quarter of the financial year 1971-1972. Prices 
dropped noticeably from the second half of 
1970 onwards, and the estimated drop in 1971 
was around 14 per cent. 

Livestock production showed a vigorous 
upswing during the 1960s, and this trend 
continued in 1971 when a growth rate of 6 per 
cent was achieved: less than in 1970, but higher 
than the growth rate of the economy as a whole. 
This increase was mainly due to the high 
export prices and the considerable increase in 
United States demand. 

Crops for domestic consumption showed a 
slightly higher growth rate in 1971 than in 1970 
(3.4 per cent as against 2 per cent). Rice 
production scarcely increased after the extra- 
ordinarily good crop of 1970, when an increase 
of 26 per cent was recorded, but other commodi- 
ties, especially maize, increased satisfactorily. 

_ With a growth rate of 6.1 per cent in 1971, 
industrial supply was less dynamic than in 1970, 


“* By 31 August, 163,219 manzanas were registered, i.e., 
15,085 more than in the 1970-1971 season. 

*° This programme, which was receiving financial support 
from the National Bank, was suspended in 1971, owing to 
difficulties in obtaining supplementary funds, after 8,600 
manzanas had been registered, out of the 60,000 originally 
planned. 

“© The price of “other milds” dropped from 55 U.S. cents 
per pound in July 1970 to less than 43 in September 1971. 


when it was 12 per cent. This drop was mainly 
due to the decline in sales to the Common 
Market: for the first nine months of 1971 totalh 
exports were about $3 million less than in the} 
corresponding period in 1970. This caused 
financial problems for some enterprises, as the 
periods needed to recover their money became 
longer. The growth of the manufacturingy 
sector, however, was more rapid than that of 
the economy as a whole, and there was con 
siderable progress in some branches such as 
the chemical industry, consumer goods (food-+ 
stuffs, articles of clothing, and printing), andy 
intermediary goods for industry and agriculturey 
(see table 111). 

The growth of the industrial sector in 197] 
was due to better use of existing installations 
rather than new investment.*’ Enterprises ing 
which the National Development Institute has 
a financial interest did not, on the whole, car 
out any significant extensions, and only a fe 
medium-sized enterprises were established 
under purely private projects, particular 
noteworthy among these latter being two 
factories for processing pork products and 
seafood. Other enterprises being set up will 
produce wire-rod, blood plasma and shrimpy 
boats; it is estimated that their production wil 
be worth 20, 36 and 6 million cordobas,; 
respectively. 

The energy and drinking water supply sector} 
grew by 5 per cent in 1971. The total power 
generated in 1971 has been estimated at 550j 
million kWh. This represents an increase of 10) 
per cent, but compares unfavourably with the 
average increase recorded in the period 1966— 
1970 (13 per cent annually). Installed capacity) 
was raised to 167 mW through the addition of ad 
45 mW thermal station. | 

The value added by the transport andb 
communication sector rose by 3 per cent, which 
was less than in 1970 owing to the lower rate o 
increase of the domestic supply of goods andi 
external trade. The other sectors of production 
grew more slowly. 


| 


h 
1 
\ 
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b 
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3. The external sector and the 

balance of payments . 

According to preliminary estimates, thet 
value of exports of goods increased by only 2.85 
per cent in 1971 (as against 12.9 per cent theé 
year before), mainly owing to the drop in coffees 
prices and reduced exports to Central America.| 
The adoption of a policy designed to make upt 


_*” Notable exceptions to this are the entry into produc-/ 
tion of a cotton and gauze factory, which will later also 
eae oe adhesive tape, and a yard for building shrimp} 
oats. | 
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for the weakening of exports by an increase in 
Government investment expenditure had the 
result that although imports of goods increased 
less sharply than in 1970, they grew more 
rapidly than export earnings. This altered the 
state of equilibrium which had been maintained 
in the balance of trade since 1968 (see table 112). 
Imports of services resulted in an increase of 
$7 million in the current account deficit. Despite 
this increase, however, and although inflows of 
non-compensatory capital were slightly down 
compared with 1970, Nicaragua was able to 
increase its net international reserves by 
approximately $4.6 million. 

During 1970, the increase in exports had been 
due mainly to a considerable rise in coffee 
prices and an increase of 45 per cent in exports 
to Central America, mainly of manufactures. 
Both these trends were reversed in 1971, thus 
neutralizing the increased sales of cotton, meat 
and sugar. According to preliminary estimates, 
coffee sales decreased by $6.3 million, asa result 
of a combination of a 14 per cent drop in prices 
and a 7 per cent drop in the volume exported 


Table 112. Nicaragua: 


(see table 113). As already mentioned, produc- 
tion in the 1970-1971 season exceeded the 
quota assigned, with the result that stocks 
accumulated. Prospects for next year are not 
encouraging, since the prices of the type of 
coffee Nicaragua produces are tending to fall, 
and increases in the quota for the next coffee 
season can hardly be expected when world | 
supplies of ‘‘other milds” indicate that the 
supply should be reduced in order to stabilize 
prices. 

Sales of cotton, meat and sugar increased in 
1971. The value of cotton exports rose 24 per 
cent to more than $42 million owing to the 
combined effect of increased volume (18 per 
cent) and improved world prices (5 per cent). 
Sales of meat reached $30 million, and as in 
1970, the export of “‘special cuts” outside the 
quota enabled a substantial increase to be 
achieved in the volume exported. Prospects 
continue to be encouraging because of the | 
increase in unit value and the competitive 
advantage of the Nicaraguan producer in the | 
United States market. 


| 


balance of payments 


(Millions of dollars) 
1960 1965 1969 1970 1971? 
Current account 
Exports of goods and services . Te 171.8 190.1 ZS 2 2235% 
Goods f.o.b. 63.9 149.2 157.5 177.8 182.8 
Services : ; P TSS 22.6 32.6 37.4 40.9 
Imports of goods and services . 87.7 188.7 207.9 231.4 250.6 
Goods f.o.b. 56.4 133.9 158.4 177e7 190.1 
Services ; : 3 31.3 54.8 49.5 SEEM 60.5 
Net external investment income —2.8 —12.8 — 25.0 —29.1 —25.8 
Net private transfer payments . 0.2 2 2.9 2.9 3.0 
Balance on current account —11.1 —27.2 —39.9 —42.4 —49.7 
Capital account 
Net internal financing (a+b+c+d-+e) : ile 252 39:9 42.4 49.7 
(a) Net non-compensatory external financing . die! 51.4 37.3 53.0 | 
Direct investment : Fi 8.2 12.0 15.0 
Long and medium-term loans 7a 14.9 26.9 41.4 
Amortization payments —2.9 —4.2 —9.3 Ore 
Short-term liabilities 3.9 28.5 4.1 3.6 $ ae 
Official transfer payments : ‘ PXeg | 4.0 3.6 3.2. 
(b) Non-compensatory domestic capital and 
assets : —0.9 2a —0.9 —2.7 
(c) Errors and omissions 0.2 —6.9 —2.2 —1.0 3 
(d) Allocation of SDRs , ‘ 2 — — — 3.2 oe 
(e) Net compensatory movements (— increase). 4.1 —19.5 Sai —10.1 mys 
Balance-of-payments, loans, trade arrears, 
deferred payments, IMF position and 
other liabilities of the monetary authori- 
ties. : ; 4.0 0.4 14.6 
Amortization payments : : == —1.7 — 14:2 } =e 5.0 
Gold and foreign exchange (—increase) . 0.1 —18.2 5:3 —4.0 — 6.6 
SDRs (— increase) : — — - 1.0 — 3.0 


Source: International Monetary Fund, Balance of Payments 
Yearbook, vols. 17 and 22. 
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* Estimates. 


Table 113. Nicaragua: value, quantum and unit value index of main exports 


1967 


Annual growth rates 


1968 1969 1970 1971]° 
1968 1969 1970 1971 
- ae 5s Millions of dollars 
‘ : : oe) 2.1 : _ = = 
‘otton 56.0 59.7 45.4 34.2 42.5 SO MEL GS TEL 043 
ugar 5.9 5.5 8.3 9.8 10.6 wigs 50.9 18.1 8.2 
het rat oe 20.6 52.1 25.8 Te —9.4 55.8 = 19.5 
Rc end : 20.8 26.6 30.0 Dihens 30.8 27.9 12.8 
lobster . 4.7 Sell 6.8 5.9 a2 8.6 33:3 —13.2 —11.9 
Millions of dollars at 1960 prices 

esame 210 2.6 21 gs Ss} 30.0 =—19.2 —19.0 —11.8 
otton 59.0 56.2 48.6 36.4 42.9 —4.7 — 13.5 —25.2 1p) 
ugar 4.6 4.1 6.1 7.0 hod —10.9 48.8 14.9 3.0 
iten coffee 22.8 25.2 23.4 26.4 24.6 10.5 —7.1 127 —6.9 
resh meat O7 rics LS. 16.3 16.9 16.5 19.5 20.7 eeu 
hrimp and 

lobster . 3 3.2 4.3 3.6 29 3.2 34.4 =16.3 —19.4 

Unit value index (1960 = 100) 
esame 126.2 109.7 124.0 133.9 141.3 — 13.1 13.0 8.0 Sy) 
-otton 94.9 106.2 93.4 94.1 oom 1129) =—12.1 0.7 By 
ugar 129.8 131.8 136.2 140.4 146.6 Nes) 333 341 4.4 
coffee 92.5 90.2 87.7 1215 105.0 = 2.5) —2.8 38.5 — 13.6 

resh meat 129.2 140.3 154.0 163.2 170 8.6 9.8 00) 8.7 
hrimp and 
lobster . 153.6 159.6 TS5i3 167.2 WE 3.9 —2.7 es Syl 
ee ele Ce reat ei ee nd ie oe ieee Fries 
Source: ECLA, on the basis of official data. * Provisional figures. 

The volume and unit value of sugar sales entry to Costa Rica, Guatemala and El 
gain increased in 1971, attaining a value of Salvador, whereas imports from Guatemala 
10.6 million. The present production capacity and El Salvador are subject to fixed quotas 
f the mills could fill an even bigger quota than which will remain in force until May 1972. 
hat allocated at present. The footwear trade has also been made 

With regard to other commodities of less subject to regulations within the Common 
mportance, exports of shrimp and lobster Market (until April 1972). This has affected 
gain dropped, owing to the decrease in Nicaragua to a considerable extent, since the 


atches: this decrease was due to ecological 
rroblems, since there were no marketing 
lifficulties and the unit values continued to 
ncrease. 

In trade with Central America, the favourable 
ituation of 1970 was reversed in 1971. The 
nformation available indicates a big drop in 
ales to Honduras and an increase in imports 
rom Guatemala and Costa Rica. The reper- 
ussions of this situation are reflected in the 
ncrease of the regional deficit to close on $5 
nillion. 

The textile industry was one of those which 
elt the closing of the Honduras market most 
eenly. Subsequently, the realignment of trade 
lows also affected this branch of industry 
cause of the intensified competition within 
he Common Market. For the moment, the 
extile trade is subject to temporary regulations 
ntil a new textile protocol can be negotiated. 
Meanwhile, Nicaraguan exports enjoy free 


export quotas assigned to it are well below its 
production capacity and the previous year’s 
sales. These subregional level regulations, 
however, were based on recognition of the need 
to avoid causing any significant differences in 
the domestic production of other member 
countries of the Common Market in view of the 
reduction in the subregional demand for 
manufactures resulting from the temporary 
withdrawal of Honduras from this economic 
co-operation institution. Lastly, exports of 
chemical products to Central America contin- 
ued to increase in 1971. Comparison of the 
figures for the first three quarters of 1970 and 
1971 shows an increase in exports from $6.7 to 
$7.4 million. 


4. Public finances 


For the second consecutive year, the increase 
in central government savings on the current 
account and the increase in external resources 
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were the main factors in strengthening public 
investment and compensating in part for the 
adverse effects of the slow growth of external 
demand. 

The increase in government saving was due to 
a series of measures tending to strengthen 
current income while maintaining a policy of 
containing current expenditure. In this way, it 
was possible over the last two years to secure a 
considerable increase in savings from $43 
million in 1969 to about $123 million in 1971 
(see table 114). 

The reduced dynamism shown by the growth 
value of current earnings in 1971—8.6 per cent 
compared with 17 per cent in 1970—did not 
prevent a high level of saving from being 
maintained, as the growth of current expendi- 
ture continued to be slow, with the result that 
savings increased by 34 per cent. 

The most important element in the growth of 
government income was direct taxation, rev- 
enue from which increased by 13.9 per cent 
compared with 1970, although this continued to 
represent only a small part of total income. The 
9 per cent increase in revenue from income tax 
to about 60 million cordobas reflected the 
effects of closer checks on taxpayers and the 
increased economic activity of Nicaragua in 


1970, while new adjustments and regulations*# 
stepped up revenue from taxes on movabli 
property and real estate to a total (including 
revenue from inheritance and property transfeg 
taxes) of 61 million cordobas. y 
The economic conditions of Nicaragua 1 
1971 influenced the comparatively less rapi 
growth of revenue from indirect taxation, which 
increased by 6.8 per cent compared with 16 pet 
cent in 1970. Revenue from import dutieg 
increased only slightly, on account of tha 
slower rate of growth of external purchases and 
also, very probably, on account of changes in 
the structure of imports due to an increase ir 
the proportion of goods essential for develop 
ment, which are taxed at reduced rates. While 
revenue from taxes on production and con 
sumption also increased slowly, their growtl 
rate was higher than that of the domestic suppl 
of goods and services, because of the ful 
application of the 5 per cent sales tax introduced 
in the second half of 1970. Lastly, non-tay 
income continued to grow rapidly (althoug 


48 Including the execution of the cadastral survey prot 
gramme, the adoption of a law on the maintenance of 
cadastral registers, and the broadening of the basis for 
taxing movable capital. 


Table 114. Nicaragua: central government income, expenditure and financing 


(Millions of cordobas) 
1967 1968 1969 1970 197]* 
Current income? . 483.1 467.1 488.1 571.4 620.4 
Tax revenue 434.5 426.7 440.6 $12.4 554.8 ¥} 
Income tax . 69.5 52.3 50.1 55.1 60.1 
Property tax : . 36.8 43.5 40.7 51.4 61.2 
Production and consumption tax 165.3 177.8 195.3 2311. 259.8 | 
Foreign trade tax. 162.9 T5351 154.5 168.2 173.7 # 
Non-tax income tly 4 48.6 40.4 47.5 59.0 65.6 
(Economic stabilization income) — 8.6 19.1 20.6 21.0 
Current expenditure 413.5 424.7 445.5 480.2 497.9 
Wages and salaries . 236.3 251.3 259.7 264.2 272.6 
Goods and services . 80.1 81.2 83.2 96.2 97.2 
Transfer payments . 97.1 on 102.6 119.8 128.1 
Capital expenditure 197.5 131.9 153.9 196.3 273.8 
Real investment 149.0 90.4 88.8 110.6 1232 
Financial investment a) 0.8 0.9 0.5 0.4 
Transfer payments . 19.0 10.0 34.2 53.4 111.6 
Amortization of the debt . 27.8 30.7 30.0 31.8 38.6 
External 14.2 16.9 18.4 20.8 22.6 
' Internal 13.6 13.8 11.6 11.0 16.0 
Financing . ie 197.5 131.9 153.9 196.3 273.8 
Current saving 69.6 42.4 42.6 912 1225 
External credit 68.8 54.3 47.1 82.8 122.1 
Domestic credit 20.9 17.2 18.0 25.7 26.7 
Variations in cash balances 38.2 18.0 46.2 —3.4 25 


SOURCE: ECLA, on the basis of information from the Central 
Bank of Nicaragua. 
* Estimates. 
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\ Includes net results of non-budgetary refunds and expenditures s 
Also includes non-budgetary refunds and adjustments. 


t so rapidly as in previous years) and reached 

otal of about 16 million cordobas. 

As already indicated, current expenditure 
ntinued its slow-growth trend (it grew only 
7 per cent), mainly on account of the restric- 

ns applied to purchases of goods and 
rvices and transfers of funds, which resulted 

considerably smaller increases than in the 
evious year. Expenditure on wages and 
laries increased more rapidly (around 3.2 per 
nt), but did not produce any pressures of 
te. Interest on the public debt continued to 
crease rapidly—at a rate of around 20 per 
nt—and reflected the need experienced by the 
overnment to supplement its savings with 
ditional credits. 

Government policy aimed at broadening the 
frastructure and helping to extablish suitable 
nditions for the economic development of the 
untry was reflected in a considerable increase 

capital expenditure for the second year 
nning. The increased real investment, the 
nsiderable support given to autonomous 
blic agencies in order to strengthen their 
ancial position, and the amortization of the 
bt contracted to supplement State resources, 
sulted in an increase in capital expenditure of 

° 40 per cent compared with the 1970 
vel. 

Real investment, which grew by 11 per cent, 
jainly went into the construction of highways, 
ymmunications services, and, to a_ lesser 
‘tent, the improvement of education facilities 
nd harbour installations. A noteworthy part of 
ie highways programme” was the Camabocho 
lan, aimed at the integration of the central 
rea of the country by linking centres of 
roduction and consumption and at providing 
Ye necessary infrastructure for facilitating the 
ipply of fresh milk to the industrial plant at 
fatagalpa. 

Despite higher savings, the overall deficit of 
ie central government increased appreciably 
yr the second year running owing to a sharp 
se in State investment because of the need to 
cover from the serious contraction which 
scurred in 1968 and 1969 as a result of 
nancial difficulties and to activate domestic 
smand in view of the unfavourable trends 
_Nicaragua’s exports. Even so, real investment 
. 1971, which totalled approximately 123 
illion cordobas, was still less than in 1967 
49 million cordobas). Funds to support real 


49 Total investment in highways increased in 1971 to 
ound 10 million Central American pesos, the main 
ojects involved being the El Portezuelo-Las Mercedes 
ghway (section CA-1), the Ocotal-Las Manos highway, 
e highway to the river Rama, access and local roads, and 
oduction and maintenance roads. 


imvestment by public institutions also increased 
substantially to double the total for 1970. 

The Government deficit was mainly financed 
from the external resources received, which 
totalled approximately 122 million cordobas. 
There was a tendency to make more use of 
external funds in order to reduce inflationary 
pressures and strengthen direct and indirect 
State action connected with the problem of the 
relatively slow growth of the economy which 
has been a feature of recent years. 


5. Money and credit 


A less restrictive credit policy was followed in 
1971 in order to take advantage of the favour- 
able international situation for livestock exports 
and to provide support for subregional sales of 
manufactures, in view of the problems which 
had arisen in the Common Market. 

Thus, after two years of relative restraint of 
credit to the private sector, the balances for 
September 1970 and September 1971 show that 
the banking system increased its total loans and 
investment by 12.3 per cent, compared with an 
average of 6.9 per cent in 1969 and 1970 (see 
table 115). 

Credit to agriculture stagnated, as the 
amount of short-term loans granted fell and the 
amount of long-term loans increased only 
slightly. The improved economic conditions of 
cotton-growing, however, enabled growers to 
reduce their financial commitments to the 
banking system, particularly as regards overdue 
loan repayments, and this contributed to a 
slower growth rate of long-term loans than in 
previous years. In contrast, the amount of 
credit granted in connexion with coffee 
production increased on account of the aid 
given to producers to compensate for the lack 
of liquidity caused by the immobilization of a 
large part of the harvest for the 1971 crop year. 

Credits for livestock farming, which increased 
by 13 per cent after having decreased during the 
previous three years, mainly took the form of 
short-term loans for fattening up stock in order 
to take advantage of the rise in world prices.. 
Long-term credits increased by only 3 per cent, 
and they do not appear to have been sufficient 
to stimulate substantial programmes for in- 
creasing the numbers of livestock or reducing 
the continuing differences in productivity. 

Lastly, the preferential treatment shown to 
the industrial sector (an increase of 24 per cent 
in contrast with the slow growth of credits over 
the previous three years) and to the export trade 
to Central America was largely designed to 
make up for the imbalances incurred by the 
state of the Central American Common Market 
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Table 115. Nicaragua: consolidated balance sheet for the banking system 


(Millions of cordobas) 
End-of-year balances 
1967 1968 1969 1970 1970 1971 

Assets . : ; : 1,049.5 1,055.6 1,087.5 1,236.0 W154 22 
International reserves (net) — 30.5 7.8 — 37.7 49.7 77.0 
Central Bank F , 210.3 223.6 190.4 254.4 254.7 
Commercial banks. : — 240.8 —215.8 — 228.1 — 204.7 —177.6 
Other international assets (net) — 133.5 — 247.3 — 253.2 — 278.6 — 274.9 
Central Bank ‘ 14.1 20.3 28.7 14.7 13.2 
Commercial banks — 147.6 — 267.6 — 281.9 — 293.3 — 288.1 
Internal credit 2 1,118.1 1,188.8 1,291.5 1,358.9 1,249.2 
Central Government (net) 49.3 5209) 43.2 39.2 25.0 
Government agencies . 61.7 33.) 78.2 Ws PZB 
Placements 61.2 36s) 77.8 (Pe 79 
Investments 0.5 0.4 0.4 0.3 0.4 
Private sector 1,007.1 1,102.2 1,170.1 1,247.2 1,152.0 
Placements 998.1 1,082.0 1.111.0 1,155¢5 1,068.3 
Investments : ‘ : : 9.0 20.1 49.1 9127 83.7 
Other assets (net) ; ; ‘ ‘ 95.4 106.3 86.9 106.0 102.9 

Liabilities . : , 1,049.5 1,055.6 1,087.5 1,236.0 1,154.2 ; 
Money supply P : j : 540.7 507.6 335.3 600.0 548.7 
Notes and money in hands of public 22253 208.5 218.5 250.9 216.5 
Current account deposits of public 296.9 280.1 294.2 330.2 310.4 
Other monetary liabilities : 21.4 19.0 22.6 18.9 21.8 
Non-monetary liabilities 226.1 258.1 260.9 310.0 288.9 
Savings and time deposits 193.7 215.7 224.6 267.1 248.8 
Others : 32.4 42.3 36.3 42.9 40.1 
Capital and reserves 282.7 289.9 oes 326.0 316.6 


Source: Central Bank of Nicaragua. 


and to solve specific management problems in 
certain enterprises. 

The expansion of credit was based on long- 
term external resources and on a very consider- 
able increase (29 per cent) in non-monetary 
domestic liabilities, reflecting the Central 
Bank’s policy of modifying the structure of the 
sources of finance of the banking system in 
order to avoid more or less immediate pressures 
on the balance of payments. Thus, inflows of 
long-term loans, which increased by 88 million 
cordobas net, helped to improve the debt 
structure of the commercial banking system, 
especially as they were partly used to step up the 
process of reduction of short-term liabilities 
begun in 1968. In addition, a further rise in the 
rates of interest payable in transactions 
designed to tap domestic financial resources 
enabled savings and term deposits again to 
increase their share in the total liabilities of the 
banking system. The net increase of 50 per cent 
in deposits in Nicaraguan private banks is 
particularly worthy of note. 

This latter feature is due both to the trend of 
interest rates and to the effect of the less 
favourable conditions under which the econ- 
omy has been operating over the last few years, 
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which have made investments in some secto 
of production relatively less profitable. Mo ci 
over, this considerable tapping of resources hai 
given the banking system greater liquidity and 
made it possible for rediscounting operation# 
to be kept down to the 1970 level. All the abova 
elements contributed to bring about a substan 
tial improvement, for the second year runningy 
in the net reserves of the banking system. 
PANAMA | 
1. Recent economic trends 


In 1971, with the expansion of the grosé 
domestic product by 8.4 per cent, the Pana 
manian economy completed twelve years ok 
sustained growth, at an average annual rate ok 
around 8 per cent. Preliminary data indicat 
that the gross domestic product increased by 
8.4 per cent in 1971, compared with 8.2 per cen} 
in 1970 (see tables 116 and 117). 

Recent economic development has _ bee 
favourably influenced by the very dynamié 
growth of secondary activities (manufacturing 
construction and electrical energy) and th 
recovery of the agricultural sector, which ha 
been hit by adverse weather conditions in 1970 
Of particular note was the increase in th 
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Figure XX. Panama, 1965-1971 
Natural scale 
(a) GROWTH OF THE GROSS DOMESTIC 
PRODUCT AND INVESTMENT 
HM Gross domestic product 


A 1 growth rates ZA. Gross domestic investment 
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(b) EXTERNAL SECTOR TRENDS 
Millions of dollars Index : 1960 = 100 
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growth rate of manufacturing to 12 per cent. 
Although the growth rate of construction 
dropped somewhat from the high 1970 level, a 
rapid rate (14.5 per cent) was still maintained 
due to increased public investment programmes 
(particularly in infrastructural projects) and to 
a renewal of private investment in dwellings. 
Housing construction expanded considerably, 
aided by fiscal incentives and improved credit 
facilities. 

Demand stimuli continued to have a strong 
influence on production. External demand for 
goods and services grew by 7.4 per cent, the 
most dynamic sectors being tourism, transac- 
tions in the Colon Free Zone (the facilities of 
which were recently expanded), and in particu- 
lar the sale of petroleum products to vessels in 
transit. In contrast, exports of goods to third 
countries and to the Canal Zone stagnated for 
the third year running, after having increased 
their relative share in the total product during 
almost the whole of the 1960s. 
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Domestic demand rose markedly (7.8 pe 
cent), encouraged by increases in investment 
and consumption (10.2 per cent and 7.6 per cei 
respectively) which, although less than in 197 
were nevertheless substantial. Expenditure of 
capital formation showed a growth rate of 10. 
per cent owing to the execution of large-scalh 
programmes in both the public and privat} 
sectors. / 

In 1971 the use of investment funds wa 
subject to restrictions, mainly affecting thi 
public sector, because of the failure to collec 
sufficient additional tax revenue and thi 
application of a policy to contain curreni 
expenditure. As a result, it became increasingly 
necessary to rely on internal and external loan 
in order to secure the resources needed ti 
implement Government objectives in connexio ) 
with boosting development, reducing unemi 
ployment and consolidating the infrastructurey 

The behaviour of imports has very close! 
followed that of production. Imports increaseq 
quite rapidly, but less than in the two previou 
years because of a less pronounced increase 1 i 
purchases of capital goods and probably als 
because of a slowing-down in the accumulation 
of stocks. | 

As regards external payments, the deficit o7 
the current account was bigger than evel 
(although it did not increase to the same exten 
as in 1970), despite the fact that exports grew 
rather faster than imports. 


2. Major sectors of activity 
(a) Agriculture 

Preliminary estimates available indicate tha 
the value added in agriculture went up by 
around 5.5 per cent, which is more than tht 
growth rate of 1970. This reflects significani 
increases in the output of bananas and of somé¢ 
crops for domestic consumption. 

After the floods and adverse weathex 
conditions of the previous season, banané 
production increased again, aided also by th 
expansion programmes being undertaken in th 
Pacific area. 

Considerable increases were recorded i 
crops such as rice, tomatoes, tubers and fruit 
grown mainly to supply the domestic marke 
Similar increases were observed in the catch 0 
prawns and other types of seafood for industriai 
processing. In contrast, there were onl! 
moderate increases in livestock production, an 
still smaller increases—or even slight decrease 
—in production of maize, sugar cane, plan 
tains, beans and vegetables. 

The Government has undertaken variou 
development programmes with the aim 0 
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Millions of balboas 
at 1960 prices 


Table 117. Panama: gross domestic product at factor cost, by sector of economic activity 


Percentage structure Annual growth rate 


ro. 


OURCES: 1968: Statistics and Census Department, Office of the 
mptroller-General of the Republic; 1969-1971: ECLA estimates 


engthening the production base of the 
ricultural sector and substituting imports or 
omoting exports. Panama imports from 
road essential foodstuffs which could be 
oduced in the country itself, and with the 
ception of bananas, the contribution of 
riculture to the country’s earnings is small. 
aken together, meat and livestock, coffee and 
gar account for scarcely 6 per cent of total 
ports of goods and only about 2 per cent of 
tal income on the current account of the 
lance of payments. 

In the case of some products of general 
Msumption (maize, beans, potatoes, vegeta- 
es, fruit, tobacco and oilseeds), where there 
e large deficits between domestic supply and 
“mand, the extension of the area sown is 
anned and the introduction of direct produc- 
yn incentive machinery together with pro- 
ammes for pest control, the use of improved 
puts, marketing and storage is being studied. 
Panama produces almost all the rice it needs, 
it to date it has been impossible to build up 
serves to meet the risk of bad weather or to 
‘rmit the creation of an exportable surplus. 
easures have therefore been taken to extend 
e area sown by 7,000 hectares during 1972, 
id research and agricultural extension activ- 
s have been stepped up in order to try to 
wer costs, regulate the supply and cover 
yssible seasonal shortages. 
Preferential support continues to be given to 
restock production with results that have been 
ry encouraging in the last few years, despite 
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1965 1970 1971° 1965 1970 197]* 1965-1970 1970 1971* 
riculture 131.3 163.6 172.6 230M 19.8 19.3 4.5 1.8 eS) 
ning 17 34 2.5 0.3 03 03 67 “Pag 8.7 
nufacturing 68.55) ay 158.7 15.6 17.2 17.8 9.9 87 «12.0 
nstruction 34.5 596 68.2 6.1 7.2 1.6 11.5 18.0 14.5 
ubtotal goods 256.0 367.2 402.0 45.0 44.5 45.0 7.5 GR 9.5 

tricity, gas and water 14.5 24.0 28.3 2.6 2.9 B22 10.6 5.7 17.9 
nsport and communi- : 
ations : : B22 49.7 53.9 Si7. 6.0 6.0 9.1 7.8 8.4 
ubtotal basic services. 46.7 737 822 8.3 8.9 9.2 9.5 Tt ees 
mmerce and finance . 73.8 110.4 120.3 13.0 13.4 (W635) 8.4 87 9.0 
vernment : : i 13.7 24.5 Die 2.8 3.0 3.0 9.3 10.4 10.6 
nership of dwellings . 38.3 Sule! 54.8 6.7 6.2 6.1 6.0 6.5 6.8 
scellaneous services 86.4 121.6 133.2 152 14.7 14.9 Tall 13.3 9.5 

icestotheCanalZone 51.4 76.8 74.1 9.0 9.3 8.3 8.4 7.6 —3.5 
ubtotal other services. 265.6 384.6 409.5 46.7 46.6 45.8 IEA 9.7 64 


based on official statistics. 
* Provisional figures. 


the drop in exports and possibly in production 
recorded in 1971. Progress has also been made 
in the production of sugar, exports of which 
increased by more than 20 per cent and offer 
good prospects for the immediate future since 
the rise in Panama’s sugar quota on the United 
States market coincided with the completion of 
the Veraguas sugar refinery, which has con- 
siderably increased the country’s refining 
capacity. 

As regards prawns and different species of 
fish, the main production limitations are due to 
the small capacity of the fishing fleet and 
inadequate port facilities. Even so, there were 
significant increases in 1971 and higher levels of 
activity may be expected once a number of 
programmes which are now under study are 
implemented. 


(b) Industry 

Manufacturing grew by 12 per cent in 1971, 
which is a higher rate than those attained in the 
two previous years and reflects the satisfactory 
results achieved in the production of beverages, 
footwear, wood and furniture, paper, leather, 
metal products and non-metallic minerals. The 
food, printing and publishing, chemical and 
petroleum products industries expanded at a 
somewhat slower rate. 

Encouraged by the rapid and_ sustained 
growth of domestic demand and by some 
industrial policy measures, several medium- 
and small-scale plants, mainly producing 
traditional manufactures (food, footwear and 


clothing), started operating in 1971. In addition, 
work proceeded on the expansion of the 
petroleum refinery. The building materials 
industry was also stimulated by the favourable 
demand conditions; the main cement plant 
utilized its capacity more fully, and a small 
plant whose operation had been somewhat 
irregular was able to function normally. Lastly, 
the most serious obstacles to the growth of 
supply of locally produced fish meal, leather, 
wood and some processed foodstuffs were 
overcome. 

The growth of manufacturing was favoured 
by a number of development measures that 
have now begun to be implemented. The list of 
imports which are subject to quantitative 
controls because they compete with domestic 
production was increased, and more use was 
made of the customs tariff to protect and 
promote new manufactures. In addition, a 
system of incentives to industrial production 
was put into force at the beginning of 1971 and 
strengthened and expanded at the end of the 
year. The aim is to promote import substitution 
and exports of manufactures, while favouring 
more efficient production on the basis of a 
system of decreasing protection over a given 
period and encouraging the location of 
industries in the interior. Continued encourage- 
ment has been given to the establishment of 
agricultural-industrial activities, the training of 
workers (through the Institute for Human 
Resources Training and Use), artisan-type and 
small scale industry (through the programmes 
of the National Artisan-Type and Small-Scale 
Industries Service), studies with a view to the 


Table 118. Panama: central government income and expenditure 


establishment of industrial parks (Tocumen ang 
Colén Free Zone), and the provision oj 
incentives to international companies interes 
in taking advantage of the country’s geograp 
cal situation. 
All these measures have led to a significe 
change in the traditional approaches 
industrial policy. It is necessary, however, 
integrate them in an over-all strategy whicl 
will consolidate the somewhat scattered efforti 
and indicate specific priorities to ensure the 
programmed and sustained development o 
industry. 


3.: Public finances 

Central government current income increaseGi 
by 13.6 per cent in 1971, thus continuing the 
trend that began three years ago (see table 118). 
Tax revenue was 50 per cent higher than in 
1968, the coefficient of taxation rising from 1] 
to 13 per cent over this period. 
The factors responsible for this increas@ 
include the accelerated growth of the econom 
and of imports, improved systems of adminis. 
tering and controlling tax collection, and ta 
reforms which came into force in the second 
half of 1970. 
The Government’s expenditure policy has 
decisively influenced the country’s accelerated 
growth over the last three years, with the rapid 
increase (80 per cent between 1968 and 1971) im 
current and capital expenditure acting as a spu ! 


to economic activity. The financing of thi 
expenditure was facilitated by the increase in 
tax revenue, although this did not prevent 
increasing internal and external indebtedness. 


(Millions of balboas) 
1967 1968 1969 1970 197]? 
Current income. LIZ. 119.4 133.0 160.1 181.8 
Tax revenue . 87.2 92.0 104.0 128.7 145.3 
Income tax ; : 34.2 Biles 41.0 54.5 61.2 
Real estate F oe : 4.8 a2) 6.5 6.9 8.5 
External trade 27.9 27.8 31.2 37.6 42.3 
Production and sales . 15.4 16.4 18.9 22.8 24.9 
Other F 4.9 53 6.4 6.9 8.4 
Profits of enterprises . 14.4 15.2 bg) 7 20.8 
Other income . jm eal 122 ei (iS) 15.7 
Total expenditure 130.6 138.0 170.9 230.8 250.0 
Current expenditure . 106.9 111.9 128.1 153.0 175.0 
Capital expenditure . 2327 26.1 42.8 77.8 TO 
Investment . j ; : 14.4 14.0 S221 60.0 S720 
Amortization payments . : 6.5 Te 8.0 14.8 17.5 
ranstersh ss: ; ‘ , 2.8 4.6 27 3.0 0.5 
Deficit 17.9 18.6 37.9 70.7 68.2 


Sources: Statistics and Census Department, Office of the Comptroller- General of the Republic and ECLA 


on the basis of official data. 
* Estimates. 
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The growth of current expenditure was so 
id that, despite the substantial increase in 
ome, the share of current saving in the financ- 
of investment declined. In 1971, only 11.9 
rt cent of real capital formation was financed 
the surplus on current account. 
The policy of containing current expenditure 
S encountered several obstacles. First, the 
ronic unemployment affecting Panama’s 
onomy has created difficulties which cannot 
sily be circumvented, and the wage structure 
continued to be affected by the levels and 
olution of the labour market in the Canal 
ne. Secondly, the increase in debt service pay- 
ents and the need to transfer funds to various 
vernment institutions has created additional 
essures. Although the growth of these trans- 
rs was reduced, they still represented about 
per cent of current expenditure in 1970. 
oreover, interest payments on the public debt 
ubled their share to 12 per cent of current 
penditure in the period 1968-1971. 
Nevertheless, it has proved possible to curb 
e growth of several items of expenditure, par- 
ularly wages and salaries and the recruitment 
new staff, as shown by the drop in their share 
total expenditure from 62 to 55 per cent be- 
een 1968 and 1971. 
Real government expenditure increased four- 
Id between 1968 and 1970, although its rate of 
icrease declined somewhat in 1971. This rapid 
-owth was due to the action taken to revive the 
sonomy, which was showing signs of weakness 
t the end of 1968, and to improve the employ- 
ent position. Under an emergency plan pre- 
ared for these purposes, the execution of cer- 
in projects, especially those designed to 
xpand the national infrastructure, was ac- 
slerated. The investment involved was too 
irge to be financed with domestic or previously 
ontracted foreign loans, and it was therefore 
ecessary to resort to domestic credit and loans 
‘om foreign private financial institutions. The 
ict that indebtedness has grown so rapidly and 
jat nearly 55 per cent of it is under short-term 
ontracts has begun to set fairly significant 
mitations on the policy of maintaining high 
vels of government expenditure. 


4. Foreign trade and the balance of payments 
The deficit on current trade transactions rose 
gain in 1971, this time amounting to $86 mil- 
on (equivalent to 20 per cent of Panama’s gross 
reign exchange earnings) (see table 119). This 
ay be ascribed to the deterioration in the 
erchandise account which the larger income 
om services and investment was not enough to 
ffset. J 

Since the production base 1s not very 


diversified, the potential impetus provided by 
investment and expenditure tends to filter out of 
the country when there is a rapid increase in 
domestic demand. It is not surprising, therefore, 
that with an import coefficient of over 40 per 
cent, external purchases tend to expand at an 
accelerated pace. Furthermore, the multiplier 
effects of external income are comparatively 
small because of the limited development of the 
export sector: exports of goods barely account- 
ed for one third of foreign exchange earnings 
on the current account. 

In addition to the structural factors indicated 
above, there were adverse circumstances of 
a short-term nature. Exports of petroleum 
products have lost some of their initial impetus, 
and the effects of the expansion programme for 
the refinery will not be fully felt until 1973. 
Moreover, sales of bananas and prawns have 
diminished, as have sales of goods and services 
to the Canal Zone (see table 120). An un- 
favourable factor here was the completion of 
expansion projects and the recent action to 
stabilize the number of personnel employed on 
military installations and reduce the rate of in- 
increase of wages and salaries, which had risen 
appreciably in previous years. 

These unfavourable developments were 
partly compensated for by a sharp increase in 
tourism and certain services, including Colén 
Free Zone operations and sales of fuel to ships 
in transit (25 per cent). Another, although con- 
siderably less important, compensating factor 
was the substantial increase in income from 
dividends on securities issued abroad and 
interest on bank loans granted to non-residents, 
which rose from 6 to 17 million dollars over the 
period 1968-1971. 

Although the growth rate of imports was 
considerably lower than that recorded in the 
previous period considered (10.1 per cent as 
against 16.4 per cent), it created pressures on 
the balance of payments. This slower growth 
is apparently associated with the relative re- 
duction in investment and inventories. The 
incomplete data available show that while 
imports of equipment, machinery and trans- 
port equipment grew more slowly, there was a 
larger increase in imports of crude petroleum, 
lubricants and foodstuffs. 

As regards the movement of capital, there 
once again seems to have been recourse to 
substantial external loans, especially through 
the tapping of external deposits and funds by 
the commercial banking system. This made it 
possible to cover the current account deficit and 
even to close the balance of payments with a 
surplus of about $3 million. 

To sum up, the balance of payments 
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Table 119. Panama: balance of payments 
(Millions of dollars) 


1960 1965 1969 1970 1971* 


Current account 


Exports of goods and services . : : ; 122.2 228.6 347.1 370.4 410.0 
Goods f.o.b. : : ; F i : 39/0 92:5 M1313 129:92 132.0 
Seavices mame ‘ ‘ : ; 83.2 136; 2215.89 124035 276.0 

Imports of goods and services . ‘ : : 144.2 241.9 363.3 422.7 465.4 
Goods f.0.b. ; , : : ‘ ‘ 108:7 - 192.4 © 28510 993320 355uh 
Services. : ’ : 35:5 049 Safe 78:3, 290876 e038 

Net foreign investment income . ; : : —10.4 —20.4 —24.3 —28.2 —29.0 

Net private transfer payments . : ; A —53 —-58 —-53 -40 —1.8 

Balance on current account : : : : —37.7 —39.5 —45.8 —84.5 —86.2 

Capital account 
Net external financing (a+b+c+d+e) . 4 37ST) PESOS" Fae 84.5 OO 
(a) Net non-compensatory external capital : 30.0" 54.0 10727 21653 
Direct investment . ‘ : : ; M73 8.9 18.4 19.0 
Long- and medium-term loans . : : 7.8 18.5 45.3 61.4 
Amortization payments ; : : —2.5 -—-2.9 —5.2 —23.6 85.4 
Short-term liabilities ; : : ; 123:0e 19:86 43 -hanes 15229 ; 
Official transfer payments. 5 6.1 oF), 6.1 6.6 
(b) Non-compensatory domestic capital 0 or assets 5.4 —18.4 —36.7 —124.0 
(c) Errors and omissions : : ; ; DG 3.9 —256 —5.6 
(d) Allocation of SDRs. : 4.7 3.9 
(e) Net compensatory movements Gnerease — y — — 0.4 -69 —3.1 


Balance-of-payments loans, trade arrears, 
deferred payments, IMF position and 
other liabilities of the monetary 


authorities . ‘ 2 F < — 2.7 a} 37 4 
Amortization payments ; ey. — — ET Bnei herent! 
Movements of gold and foreign exchange 
reserves (—increase) . ; j ; — —2.7 —4.2 — — 
SDRs (increase) . : : ; : —3.2 0.3 


Source: IMF, Balance of Payments Yearbook, vols. 17 and 22. 
* Estimates. 


Table 120. Panama: exports of goods and services 
(Millions of balboas) 


1967 1968 1969 1970 197]1° 


Total ; , , : 4 . : : 297.2 | 321.8 . 347.1, 370.4. .410:0 
Goods 5 2 s : ‘ : : : LOD 2D aL -4 eS eo Ga 3450 
Bananas : d : Z : : 42.00 53.0. 61.2 60.8 61.6 
Cocoa . : : : , : : ; 0.2 C2 0.4 — —- 
Petroleum : 5 , . ; : 22.9 18.9 24.1 215 25.8 
Sugar : : z ; : ; . é 3.9 4.6 5.4 5.0 6.3 
Shrimps : : f : 1 : : 9.2 9.7 9.7 10.2 12.4 
Fish flour , F : ; : ; f ia 1.0 0.3 0.8 0.7 
Coffee . ; z ‘ . ; , : 1.4 0.6 1.1 beg 0.7 
Cattle and meat ‘ : ; ; é 1.4 Led 53 Des 1.0 
Other sales to the Canal Tone : : : ; 13.4 213 23.5 21.6 22.4 
Other goods and apo ne ts . : . : 137 6.5 oS 6.3 Ser 
Services . : , : : : : 180.0 204.4 215.8 240.5 276.0 
Travel . ; : : : ‘ : : 56.7 5914) 65.3 78.2 85.1 
Canal Zone : : : : : ; 30.7 33.9 35.8 SWS) 38.9 
Other countries. : ; : 26.0 25.5 29.5 40.9 46.2 
Transport (including sale of tickets) , : t L962 "26:3 1 261635. On eee) 
Colon Free Zone. i : , 16.6 18.2 16.9 17.0 
Other services tothe CanalZone . . | 723 787 862 853 859 
Wages and salaries : 4 ; , ; 63.8 LOOpeee 7:08 ' 
Other. P : : ‘ 8.5 8.7 Pee was 
Other services and adjustments . 2 é c 2258 e282 Sea 


SourcE: Statistics and Census Department, Office of the Comptroller-General of the Republic 
* Preliminary figures. ; 
> Estimates. 


204 


sequilibria have thus far been stabilized with 
lative ease, partly by taking advantage of the 

mt development of Panama’s banking 
stem as an international financing centre and 

obtaining medium- and short-term loans 
om foreign private financial institutions. Both 
€se measures have been favoured by the 
reign exchange stability which is characteristic 

Panama and the special features of its 
onetary and credit system. 


PARAGUAY 
1. Recent economic trends 

Paraguay’s gross domestic product grew by 
.5 per cent in 1971, that is to say, at a some- 
hat slower rate than in 1970. This decline was 
ainly due to the sluggish development of 
griculture (see table 121). Weather conditions 
the first part of the year had an unfavourable 
pact on the production of some agricultural 
ommodities, especially cotton, while the 
restry industry encountered some problems 
the export of timber. 

Manufacturing and construction developed 
tisfactorily. Increases were recorded in the 
roduction of frozen meat, industrial oils, sugar 
nd cement, but there was a contraction in the 
xtile industry owing to the shortage of cotton. 
As regards total supply and demand, supply 
rew at the same rate as the gross product, since 
mports increased at a similar rate. The expan- 
ion of total demand was checked by the virtual 
tagnation of exports, but investment was a 


dynamic factor which reflected, in particular, 
the greater investment effort of the public sector. 
Total consumption went up by 4.6 per cent, in 
spite of the reduction in general government 
consumption (see table 122). 

The slow growth of current government in- 
come resulted in a sharp increase in the 
Treasury deficit. The financing provided by the 
Central Bank to cover this deficit was the main 
factor in expansion of the money supply, which, 
however, increased more slowly than the 
previous year. 

In the external sector, the smallness of the in- 
crease in exports of goods and services was due 
in particular to difficulties in connexion with 
cotton and timber. These reductions were offset 
by the larger income resulting from the higher 
world price of meat. The faster expansion of 
imports, especially of some capital goods and 
certain steel products, resulted in a current 
account deficit of a little over $25 million. 
Nevertheless, the net external financing 
obtained was such that it proved possible to 
achieve a small increase in international 
reserves. 

The cost of living increased by 4.9 per cent 
during the year, while wages rose by an average 
of 3.7 per cent in the first six months. 


2. Major sectors of activity 
(a) Agriculture 
The agricultural product grew by 1.8 per cent, 
owing to increases of 2.2 per cent in crop farm- 


Table 121. Paraguay: gross domestic product at factor cost, by sectors of economic activity 


Millions of guaranies at 1960 prices 


Percentage structure Annual growth rates 


1965— 


1965 1970 1971? 19659 7OR OTL 1970 1970 1971? 

Agriculture lG249.2 ee Licos0rle 9 h7,959%5 38.1 Soph BVAIs) 1.7 4.0 1.8 
Mining . { 85.0 63.2 68.4 0.2 0.1 0.1 —5.8 22.2 8.3 
Manufacturing. 7,492.6 9,840.1 10,627.3 17.6 18.8 19.4 5.6 7.6 8.0 
Construction lel e23 1,653.8 1,944.9 2.6 322 3.6 8.3 10.0 17.6 

Subtotal goods ; 5240939 in 29, 197 230, 99929 Seo, ope “sey BZ 5.6 4.8 
Jlectricity, gas and water . 304.5 653.7 697.0 0.7 1.3 13) Gree 30:0 6.6 
[ransport and communications . 1,828.6 2,174.1 2,295.8 4.3 4.2 4.2 85 0.9 5.6 

Subtotal basic services IE B EI 2,827.8 2,992.8 5.0 5.4 SES) 5.8 7.3 58 
commerce and finance 7,760.1 9,515.9 9,896.5 18.2 18.2 18.1 4.2 6.1 4.0 
sovernment . 2 1,778.8 3,066.2 3,099.9 4.2 5.9 Syl ibilesy 15.0 ile 
Iwnership of dwellings 1,582.0 1,842.7 1,905.4 3.7 Bh) 1S) Bol 33 3.4 
Miscellaneous services . 4,459.1 5,830.3 6,180.1 10.4 112 Giles} 53) 6.9 6.0 

Subtotal other services PPS O600 e202 so ewer 1,03 159 36.5 38.8 38.6 5.4 7.3 4.1 
Total . 42,592.4 52,118.3 54,463.6 100.0 100.0 100.0 AIP Omsk 4.5 


Sources: ECLA estimates based on official data supplied by the 
Jentral Bank of Paraguay. ; 52k 

Note: owing to the general practice of calculating the individual 
ctivities and the total independently, the sum of the former does not 
ecessarily correspond exactly to the latter. 


@ Provisional figures. : 

> The growth rate recorded here differs from that in table 122 
because the two tables measure different concepts of the product 
(one at factor cost and the other at market prices). 
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Figure XXI. Paraguay, 1965-1971 
Natural scale 


(a) GROWTH OF THE GROSS DOMESTIC 
PRODUCT AND INVESTMENT 
ME Gross domestic product 


Annual growth rates ZA. Gross domestic investment 
ao g 


30 


20 


: ovaendl 
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(b) EXTERNAL SECTOR TRENDS 
Millions of dollars Index ; 1960 = 100 


Cte -— 
~ 
IMPORTS OF GOODS a ~~ 
AND SERVICES 


EXPORTS OF GOODS 
AND SERVICES 


TERMS OF TRADE 
~ 
NET EXTERNAL 
FINANCING 


1965 66 67 68 69 70 7I 


ing and 1.6 per cent in stock farming; forestry, 
however, remained at the same level, and hunt- 
ing and fishing fell by 3.1 per cent. 

The excessive rainfall recorded in the first 
few months of the year marred the possibilities 
of increasing agricultural production. Setbacks 
were recorded in certain items: there was a 
55.1 per cent drop in cotton output which, 
because of the heavy demand from exporting 
firms, pushed up the price of this commodity; 
the tobacco crop fell by 5.3 per cent and the 
quality deteriorated, resulting in a drop in the 
price; rice production dropped by 15 per cent 
and prices rose in response to the more limited 
supply; and the maize crop declined by 1.4 per 
cent. 

These unfavourable trends were counter- 
acted by the expansion of some items such as 
soya, which was cultivated on a much larger 
scale. Approximately 55,000 hectares of soya 
were sown—40 per cent more than in 1970— 


and approximately 70,000 tons were harvested.} 
The crop of unhulled tung was 50 per cent} 
larger than the previous year, but this expan-} 
sion of supply was accompanied by a fall ing 
prices because of the downturn in the world! 
price of tung oil. Other crops in which the 
were substantial increases in production were} 
wheat, sugar-cane, lima beans, kidney beans} 
and potatoes. ot 

Forest production was particularly affected) 
by export difficulties. The preference of thet 
Argentine timber industry for unprocessed fi 
timber made it more difficult to sell sawnwood 
and was a determining factor in bringing down } 
Paraguay’s exports of that product (—2.4 per 
cent). H 

i the livestock sector, the number of cattle § 
slaughtered declined by 0.9 per cent to a total | 
of 690,551 head, of which approximately 30 per | 
cent was exported. The rising world prices of 
meat pushed up the domestic price of live cattle 
by 28.9 per cent for the frozen meat industry 
and 41.4 per cent for canning. These increases, 
in their turn, affected the price of live cattle for 
domestic consumption. 


(b) Manufacturing 

The manufacturing product rose by 8 per 
cent, which was slightly more than in 1970. 
There were, however, fairly significant varia- | 
tions, including changes from increases to 
decreases, in the various branches of manufac- 
turing activity. 

Output of frozen meat went up by about 28 
per cent, largely in response to the stimulus 
provided by the high world prices for this item. 
Production of industrial oils also expanded, 
with increases of about 62 and 21 per cent for 
tung oil and almond oil, respectively. Sugar 
mills stepped up their production to 56,518 
tons, or 17 per cent more than in 1970. Since 
domestic consumption absorbs some 45,000 
tons, this means that the export quota of 6,193 
tons for the United States can be met. The pro- 
duction of Portland cement rose by 29.3 per 
cent to a total of 81,293 tons, which made it 
possible to meet the increases in domestic and 
international demand for this product, exports 
of which in 1971 amounted to 28,775 tons, or 
73.5 per cent more than the year before. 

Several branches of manufacturing suffered 
noteworthy setbacks. Thus, the textile industry 
produced only 5,204 tons of cotton fibre, a drop 
of over 55 per cent compared with the previous 
year. This trend is attributable to the above- 
mentioned decline in the cotton crop. The 
production of canned palmettos fell 21.1 per 
cent owing to difficulties of access to palm 
plantations and the probable shortage of usable 
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Millions of guaranies 


Table 122. Paraguay: total supply and demand 


at 1960 prices Percentage share Sop 
1965 1970 19718 1965 1970 19718 oa 1970 1971" 
tal supply 53,9332-° 66,892.4 69,872. 
ae BS: LLDO TT 9 117 o Ei ae OMe we Ch} 
(at market prices) . 45,298.6  56,697.6  59,249.0 100.0 100.0 100.0 46 6.1 4.5 
Imports? . 8,634.6 10,194.8  10,623.5 19.0 18.0 17.9 3.3 =11, 2942 
tal demand 53,933.22 66,892.4 69,872.5 VIDOE OID Eid FOUN AS: 
Exports? . : é ; 6,785.6 8,851.3 8,875.3 15.0 15.6 15.0 Ser AG LH} 
Gross domestic investment. 6,676.8 8,261.7 8,947.4 14.7 14.6 15.1 44 04 8.3 
Gross fixed investment . 6,251.0 8,045.9 8,713.7 13.8 14.2 14.7 5.2 3.0 8.3 
Public 939.1 cay nae oS) 4 nes ae sae 
Private Soho ae PA) Sy os Ns ue 
Construction 4 2,807.0 4,131.0 6.2 es ee 8.1 7.2 
Machinery and equipment 3,444.0 3,914.9 seg 7.6 6.9 30: 216 019 ane. 
Total consumption 40,470.8  49,779.4  52,049.8 89.3 87.8 87.8 42799310" 4:6 
General government 2,814.1 5,005.5 4,945.4 6.2 8.8 8.3 122 6.6 —1.3 
Private. 37,656.7 44,773.9 47,104.4 83.1 78.9 79.5 5:6) (3 Om es 


Source: ECLA estimates based on official data supplied by the 
sntral Bank of Paraguay. 

Note: the figures for exports and imports of goods and services 
ere taken from the balance of payments table in dollars at current 


alm stocks. Output of maté fell by 17 per cent 
s a result of the sluggishness of external 
emand. Barely 1,064 tons were exported in 
971, which is one of the lowest figures re- 
orded in recent years. There were also reduc- 
ons, though on a smaller scale, in the produc- 
on of beer, quebracho extract and processed 
ee. 


>) Other sectors 

The growth of construction is basically attri- 
utable to two factors: the accelerated rate at 
hich hotels are being built in Asuncion in 
sponse to the tourist boom, and the facilities 
eing constructed at the same time by the 
‘orporacién de Obras Sanitarias of Asuncion. 

In basic services, a slowing-down of the 
ate of expansion is estimated in electricity and 
yater and sanitary services, while a more rapid 
ate of growth is estimated for transport and 
ommunications, following the stagnation in 
970. 


3. Financial and monetary situation 
The small increase in current government 
1come (1.5 per cent) was in contrast to the 
ore accelerated rate of total expenditure 
5.1 per cent), the result being a rise in the 
entral government deficit from 267 million 
uaranies in 1970 to 688 million in 1971 (see 
ible 123). : 
A feature which merits attention is the 
eneral inflexibility of the present tax system, 


prices, and converted to constant 1960 values by deflating the actual 
figures by price indexes calculated by ECLA for the purpose. 

* Provisional figures. 

® Goods and services, excluding factor payments. 


under which import taxes and internal taxes on 
consumption represent the main sources of 
revenue. After the new income tax law had been 
approved by Congress in April 1971, it was 
decided to postpone its application indefinitely, 
thus more or less spoiling any chances of 
broadening the tax base through a more pro- 
gressive and equitable form of tax. 

As regards the monetary position, the first 
point to note is that the Central Bank’s total 
issues increased by 11 per cent, compared with 
22 per cent in 1970. As distinct from 1970, the 
main source of this expansion was an increase 
in the Bank’s internal assets (especially credit to 
the Treasury). The means of payment grew by 
9 per cent—a lower rate than in 1970. 


4. Balance of payments 


The total value of exports of goods and ser- 
vices grew by 1.6 per cent, while the increase in 
imports was 8.4 per cent. This unequal trend 
was responsible for the rise in the current 
account deficit from $19.6 million in 1970 to 
$25.4 million in 1971 (see table 124). 

Meat products, forest products and vegetable 
oils represented about 60 per cent of the total 
exports of goods. The export value of meat pro- 
ducts rose from $15.2 million in 1970 to 
$20.8 million in 1971 as a result of the improve- 
ment in world prices. Exports of vegetable oils, 
field and market garden vegetables, fresh and 
processed fruit, essential oils and quebracho 
extract also increased in value. On the other 
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Table 123. Paraguay : administration of the central government 
budget 
(Millions of guaranies) 


1970 1971 
Income ‘ F 8,805.2 8,940.6 
Tax on consumption. 2,676.5 2,662.9 
Customs duties 1,570.6 1052322 
Exchange surcharge . 916.5 HIS} 2) 
Income tax 794.0 881.6 
Other 2,847.6 2,957.4 
Expenditure : , : 9,072.5 9,628.8 
Ministry of National Defence 1,684.2 1,815.4 
Ministry of Educationand Culture 1,230.5 1,311.5 
Ministry of the Interior 5 776.6 822.0 
Other 5,381.2 6,419.7 
Deficit (—) . — 267.3 — 688.2 
Financing 
Central Bank bonds and ad- 
vances (net) : ‘ $ 156.8 589.8 
Use of agricultural surplus de- 
posits : : : : 222.8 233.4 
Changes in Treasury deposits 
(increase —) : . —16.4 — 64.0 
Changes in deposits under 
special legislation (increase 
—-). : : : > 959 —71.0 
Net monetary result : : 115.3 591.9 
Central Bank loans and deposits 
(net) : ‘ ; : 267.3 688.2 
Adjustment to the government 
account at the Central Bank — 152.0 — 96.3 
Changes in deposits (increase 
—). : : : . —59.0 —15.1 
Floating Treasury cheques (in- 
crease —) : ‘ . —30.9 20.5 
Floating cheques under special 
legislation (increase —) 74.0 22.6 
Changes in long-term debt —74.3 —112.6 
Adjustment in short-term debt —96.4 — 57.6 
Changes in other debts . 34.6 45.9 


Source: Central Bank of Paraguay. 


hand, there were decreases in cotton fibre, 
sawnwood, tobacco, palmettos, frozen horse 
meat, and other commodities. 

Some of the main items responsible for the 
increase in imports of goods were machinery, 
equipment and motors, metals and metal 
products, and chemical and pharmaceutical 
products. It is interesting to note that imports 
by autonomous and other State institutions 
showed the highest rate of growth. 

A net inflow of foreign non-compensatory 
capital amounting to $27 million contri- 
buted to a balance-of-payments surplus and a 
small increase in Paraguay’s international 
reserves. 

5. Prices and wages 


The cost of living rose by 4.9 per cent during 
1971, in contrast with the 0.8 per cent decrease 


recorded the year before. This change of sign inf 
the general level of prices was basically due 
external pressures. Thus, the rise in the wor 
price of beef affected domestic meat price 
and the increase in world petroleum pri 
pushed up the domestic price of fuels. Mor 
over, as mentioned previously, weather cond 
tions temporarily affected the normal elastici 
of food supply, particularly in the first half of} 
the year. f 

In specific items, the consumer price index 
showed an increase of 8.6 per cent in food, while # 
housing, clothing and miscellaneous expen: 
diture rose by 1.6, 1 and 2 per cent, respectively. | 

As regards wages, data are available only for j 
the first six months of the year, when the index 
in Asuncién rose by 3.7 per cent. The biggest 
increases were in services (9.8 per cent), con- 
struction (9.2 per cent) and manufacturing (4.2 
per cent), and the smallest were in transport 
(1.9 per cent), basic services (1.4 per cent) and 
commerce (1.1 per cent). The new minimum 
wage, increased by 10 per cent, came into force 
in May; but the wage index did not reflect the 
whole of this increase because the wages paid, 
particularly in some sectors of production, were 
often higher than the new minimum wage } 
established. 


| 
, 


! 
| 


PERU 
1. Recent economic trends 


The Peruvian economy is estimated to have 
grown by 6 per cent in 1971, compared with the 
rate of 7.5 per cent recorded in 1970. It should | 
be noted, however, that only the extraordinary 
boom in exports made possible the high growth 
rate of 1970, since most sectors of the economy 
grew only slightly. In 1971, on the other hand, 
exports and capital movements took a down- 
ward turn, so that the growth rate achieved was 
due to the dynamism of the domestic sectors. 

This lack of symmetry between domestic and 
external factors stems from the impetus that has 
been given to the former by industrial develop- 
ment and investment in infrastructure not re- 
lated to the export sector during the 1960s,°° 
and from the greater capacity of economic 
policy to counteract, at least in the short and 
medium term, the effects of adverse external 
factors. 

In 1971, through the expansion of credit 
facilities, the financial sector was given a chance 
to channel its surplus resources towards con- 
struction and private consumer expenditure. 
The increase in public sector consumption and 
investment and the maintenance of the restric- 


°° See ECLA, Tendencias y estructuras de la economia del _ 
Pert (E/CN.12/925), p. 4. 
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Figure XXII. Peru, 1965-1971 
Natural scale 


(a) GROWTH OF THE GROSS DOMESTIC 
PRODUCT AND INVESTMENT 


HL Gross domestic product 


|’ Annual growth rates LZA_ Gross domestic investment 


lo} 


in 


1965 66 67 68 69 70 7I 


(b) EXTERNAL SECTOR TRENDS 
Millions of dollars Index : 1960 = 100 
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ons on the import of consumer goods similar 
» those alrady produced in the country also 
ppear to have had a marked effect. 

In the petroleum sector, the State body 
ssponsible for the petroleum industry, 
ETROPERU, discovered probable reserves of 
n estimated 300 to 400 million barrels, to the 
yuth-west of a strip of exploration concessions 
ear the oilfields recently discovered in Ecuador. 

In addition, a number of concessions expired 
1 1971, and those for which no investment 
*hedules had been filed, some of which had 
roused the interest of other foreign entre- 
reneurs, reverted to the State. The Cerro 
erde concession, which was originally ex- 
loited by MINEROPERU, a sister organiza- 
on of PETROPERU, now has private external 
nancing and will come into production in 
974. 

As regards the external sector, prospects for 
972 improved as the world prices of metals and 


fish flour became more stable and exchange 
controls were tightened up to prevent unneces- 
sary expenditure of foreign exchange. 

The disappearance of most of the inflationary 
pressures on the economy and the accumulation 
of an appreciable amount of international 
reserves made it possible to maintain the in- 
centives to private consumption that had been 
introduced in the second half of 1970, including 
the increase in basic wages in the public sector 
and in the wages of some workers in the private 
sector (in the construction industry in Lima and 
Callao, for instance, wages are estimated to 
have gone up by 35 per cent compared with the 
1970 levels). Moreover, there was a notable 
expansion of personal credit, most of which was 
supplied by the retailers themselves, and new 
arrangements for the purchase of consumer 
goods were introduced and disseminated. Com- 
mercial bank loans to the commercial sector 
rose by 92 million soles in 1970 and by 469 mil- 
lion soles in the first four months of 1971. These 
factors in conjunction caused private consump- 
tion to increase 7.4 per cent (see table 125). 

General government consumption went up 
7.7 per cent. This increase was larger than that 
in central government consumption (6.1 per 
cent) because of the increases in revenue from 
taxes and transfers received by local authorities. 

Gross domestic investment rose by 13.4 per 
cent, that is to say, faster than total consump- 
tion, mainly as a result of the 23 per cent in- 
crease in investment by the public sector. This 
latter increase was largely due to government 
enterprises and local authorities, which in- 
creased their gross investment by 35 and 39 per 
cent, respectively. 

Private investment, on the other hand, is esti- 
mated to have gone up by 8.4 per cent, largely 
as a result of the 14.7 per cent increase recorded 
for construction. Investment in equipment is 
estimated to have grown by no more than 
about 2 per cent, owing to the contraction in 
the external sector and also to the fact that it 
was only in 1971 that the manufacturing sector 
managed to reduce the margin of idle capacity 
with which it had been operating in previous 
years, so that it had no need to expand its 
capacity. 


2. Major sectors of activity 

The gross domestic product grew by 6 per 
cent in 1971, which is equivalent to a per capita 
rise of around 3 per cent (see table 126). This 
growth was due mainly to the performance of 
production and of services for the national mar- 
ket. There were considerable differences in the 
sectoral growth rates, reflecting the varying 
degrees of modernization and the varying 
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Table 124. Paraguay: balance of payments 


(Millions of dollars) 
1960 1965 1969 1970 1971* 
Current account ) . 
Exports of goods and services 43.6 66.4 78.0 ae a 
Goods f.o.b.. 3723 60.8 So 65. : 
Services ; : é 6.3 5.6 22.8 24.0 24.2 | 
Imports of goods and services 55:3 76.9 109.0 101.1 a 
Goods f.o.b.. 44.7 56.7 81.2 76.6 13a 
Services : { : 3 10.6 20.2 27.8 24.5 28.1 
Net external investment income . —1.5 —3.0 —7.0 —9.8 - a 
Net private transfer payments 0.8 ie Doh 2.0 2 
Balance on current account —12.4 —12.4 — 35.3 —19.6 —25.4— | 
Capital account ; 
Net external financing (a+b+c+d+e) 12.4 12.4 a5: 19.6 25.4 
(a) Net external non-compensatory capital 10.4 ALF 46.7 24.7 
Direct investment . ‘ F 2.4 5.5 4.6 322 
Long- and medium-term loans 245i 11.0 32.7 17.2 
Amortization payments —1.8 =3.4 —5.7 —5.8 270 
Short-term liabilities : 1.4 3h 1233, 6.9 
Official transfer payments : : : Piff 31 2.8 32 
(b) Domestic non-compensatory capital or assets — 0.6 —3.3 —5.5 1.9 
(c) Errors and omissions : ‘ —0.2 5.8 —7.3 —1.1 
(d) Allocation SDRs : : : : : — — — DES 2.0 
(e) Net compensatory movements (increase —). : ‘ 2.8 —7.8 1.4 —8.4 — 3.6 
Balance-of-payments loans, trade arrears, deferred 
payments, IMF position and other liabilities of the 
monetary authorities . ; : : ; Let — _ } Te _0.4 
Amortization payments . : . : 2 - 09 —2.8 —0.5 : 
Movements of gold and foreign exchange reserves 
(increase —) : ; 2.6 —5.0 1.9 —4,3 — 0.8 
SDRs . — = 225 —24 


Source: IMF, Balance of Payments Yearbook, vols. 17 and 22. 


Table 125. Peru: total supply and demand 


* Estimates. 


Millions of soles at 1960 prices Percentages structure Annual growth rates 
& 
“ a 1965- «al 
1965 1970 1971 1965 1970 1971 1970 1970 1971 i | 
: 
Total supply. : 98,282 115,385 121,307 L261 2 L256 T2465: IS NAS | ie 
Gross domestic product 77,914 91,833 97,343 100.0 100.0 100.0 3.4 Ghd: 6.0 , 
Imports? 20,368 23,552 23,964 26.1 25.6 24.6 ZO GOO ey: 
Total demand 98,2825 WiS;885" SI2T, 307 £26:1 © T25.604 124.6 SSeS 5.19 
Exports? : ; ; 17,009 20,015 17,930 21.8 21.8 18.4 3.3. 7.66 —10.4 7 
Gross domestic investment 17,452 15,787 17,902 22.4 Pre 18.4 —1.9 6.1 13.4 
Gross fixed investment . 15,636 14,820 16,909 20.1 16.1 17.4 =11 #59 141 4 
Public 5,381 ae fe 6.9 fn aes — 
Private 10,255 13.2 . 2 
Construction 3 6,151 7.9 — 
Machinery and equip- } 
ment ose Face me a Ve faahes oe eS 
Total consumption . 63,821 79,583 85,475 81.9 86.6 87.8 aS TD 7.4 
General government 7,569 9,016 9,710 9.7 98 10.0 3.6 98.6) 797 
Private 56,252 70,567 75,765 72.2 76.8 77.8 46 7.4 


Source: 1965-1969: ECLA, on the basis of data supplied by the 
Ministry of the Economy and Finance, prepared from basic data 
supplied by the Banco Central de Reserva del Pert; 1970 and 1971: 
ECLA estimates based on preliminary data supplied by the National 
Planning Institute and the Ministry of the Economy and Finance. 

Note; the export and import figures for goods and services which 
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were taken from balance-of-payments tables where they are expressed 

in dollars at current prices and converted into constant 1960 prices 

by deflation, using price indexes calculated by ECLA for the purpose. 
* Preliminary figures. : 
» Goods and services, excluding factor payments. 


Table 126. Peru: gross domestic product at factor cost, by sector of economic activity 


Millions of soles Structure Annual growth rates 
at 1960 prices (percentages) (percentages) 
1965 1970 1971" =~ 1965 1970 19718 = 1965- orq poz 70 
1970 

culture : ; 14,435 15,442 15,597 20.2 
jgriculture and forestry 13,220- 13,577 13.835 18.5 io ue tie a is 
sheries B25 1,865 1,762 eg) BAD 2.0 8.9 33.6 = 5.6 
4,998 5,486 5.310 1.0 yc" ~~» GEs seed 59a FSD mata a 
ufacturing 14,536 19,280 21,054 20.3 22.9 23.6 5.8 11.0 9.2 
struction 3,041 2,858 3,278 4.2 3.4 Sul! —1.2 15.9 14.7 
total goods 37,010 43,066 45.239 Src WoLie O07, MT oee 50 
tricity, gas and water . 719 964 +1056 Loe tt Yor Weg U es od nos 
sport and communications. 3,448 3,963 4,221 4.8 4.7 4.7 2.8 17 6.5 
total basic services . 4,167 4,927 SHE 5.8 5.8 a) 3.4 71 7.1 
erce and finance 10,721 12,324 ils sites) 15.0 14.6 14.7 2.8 We 6.5 
ernment . ; 5,657 6,751 NEPA! | 7.9 8.0 8.1 3.6 4.3 des 
ership of dwellings 4,755 5,540 5,784 6.6 6.6 6.5 oul 3.1 4.4 
lianeous services 9,289 11,655 12,587 130) 13.8 14.1 4.6 7.8: + 8.0 
ubtotal other services . BU 422— 16356;2/0. 58,753 42.5 43.0 43.4 3.6 6.4 68 
1 72,342 85,265 90,381 100.0 100.0 100.0 Sk} Tee) 6.0 


URCE: 1965-1969: ECLA, on the basis of information supplied 
he Ministry of Economy and Finance, prepared from basic 
provided by the Banco Central de Reserva del Peri; 1970 and 
: ECLA, on the basis of preliminary estimates supplied by the 
ional Planning Institute and the Ministry of the Economy and 
nce. 


acity of the different sectors to cope with 
nges in demand. 


_ Agriculture 

Agricultural production remained stagnant 
‘oughout the five-year period that ended in 
69, but natural factors brought about a 4.2 
r cent increase in 1970 and this trend per- 
ted—albeit to a lesser extent—in 1971, when 
> sector expanded by 1.9 per cent. Even 
dugh agricultural supply thus grew by some 
per cent in the two-year period 1970/1971, 
wever, it was unable to satisfy demand, 
ice it was faced, inter alia, with the problems 
the poor quality of the transport infrastruc- 
‘e and the deficit inherited from previous 
ars: 

In 1971, the situation reached a critical point 
cause of the sector’s incapacity to cope with 
: changes in the structure of demand for food- 
ffs caused by the increasing migration to the 
wns and the growing demand for animal pro- 
ns and canned foods. It should be borne in 
nd that while the average intake of calories in 
ru (2,040 calories per person per day) is close 
normal requirements, protein consumption 
relatively low (54 grammes per person per 


y). 
An attempt has been made through livestock 
licy to correct distortions in domestic prices 
meat and to reduce imports of meat, all of 
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Note: because the individual activities and the total were cal- 
culated independently, the sum of the former does not correspond 
exactly with the latter. 

* Preliminary figures. 


which are destined for the urban sector, but 
although the supply of beef went up 4.4 per 
cent, mutton by | per cent (owing to improved 
prices), pork by 2.2 per cent (because of the 
availability of more fodder), poultry by 12.5 per 
cent and eggs by 7.1 per cent, and despite the 
fact that the total product of the livestock 
sector increased by 3.8 per cent, production was 
still not able to keep pace with increased de- 
mand, particularly in urban areas. 

Crop-farming output grew by 0.9 per cent. 
The greatest increases were recorded in wheat 
(8.8 per cent), which was favoured by the pro- 
motion measures adopted in 1969°! and by the 
introduction of improved varieties, beans (10.8 
per cent), mainly owing to the expansion of the 
planted area in the main production zones, 
which also explains the growth in output of 
lima beans, and sugar cane (6.1 per cent), the 
increase in which was due to improved yields 
and the expansion of the cultivated area. 

In contrast, there was a decline in the pro- 
duction of potatoes (—0.9 per cent) and cotton 
(—1.7 per cent), the latter crop being replaced 
by other crops that give farmers a better return. 
Output of rice remained unchanged owing to 
the distance between the areas of production 


51 See United Nations, Economic Survey of Latin 
America, 1969 (United Nations publication, Sales No.: 
B70. 1G.) pe236: 


and the main centres of national consumption, 
which coffee production did not increase be- 
cause of the difficulties of selling the product on 
the international market. 


(b) Fishing 

The product of the sector fell by 5.5 per cent 
because it was necessary to keep the catch of 
anchoveta within the biotechnical limits (10 
million tons a year), which had been slightly 
exceeded in 1970. There was therefore a planned 
drop of 6.9 per cent in the production of 
anchoveta oil and fish meal, and while it was 
subject to longer and more frequent close 
seasons, the anchoveta industry increased its 
daily output significantly in 1971. Moreover, it 
began to operate under a new scheme of exter- 
nal economies which should help it to compete 
on the international market, but which will at 
the same time involve a reduction in the number 
of enterprises and, hence, in the number of jobs 
offered by the industry. 

The volume of fishing for human consump- 
tion increased by 2.9 per cent. Production of 
canned fish went up 45 per cent, mainly owing 
to increased consumer demand, and the supply 
of fresh fish increased by 3 per cent, but output 
of frozen fish fell, partly as a result of the con- 
traction of external demand. 

The production and marketing of fresh fish 
has been stimulated by the construction of cold 
stores in inland towns, which are supplied by 
refrigerated trucks owned by the government 
agency responsible for the domestic marketing 
of marine products. Moreover, projects have 
been prepared—and some are already under 
way—for the construction of fishing terminals 
which will facilitate the work of fishermen and 
bring them into direct contact with the whole- 
sale fish merchants. 


(c) Mining 

Unfavourable world market trends caused a 
3.2 per cent decline in the mining product. Cop- 
per output fell by 1.6 per cent, lead by 4 per 
cent, zinc by 2.1 per cent, iron by 5.8 per cent, 
and silver—a metal that is generally found in 
combination with the above non-ferrous metals 
—by 2.2 per cent. The fall in the prices of the 
chief metals produced by Peru was a contribu- 
tory factor in the strikes which occurred in con- 
nexion with the renewal of certain labour con- 
tracts and in the closing down of a number of 
mines or holdings that are worked during 
periods of favourable prices. 

Production of crude petroleum continued to 
decline, and amounted only to 23.8 million 
barrels in 1971—9.5 per cent less than in 1970. 
This worsened the deficit in this fuel, imports of 


which accounted for approximately one-thi 
of apparent consumption in 1971. — 

This unfavourable picture of mining produ 
tion should, however, undergo a radical chan 
as a result of the investment which is alrea 
under way or planned for the immediate future 
PETROPERU completed the first phase of 11 
explorations between the Ecuadorian fronti 
and Iquitos, confirming the existence 
probable reserves of 300 to 400 million barrels 
The first well drilled was yielding 3,000 barrel 
of medium crude a day until it was closed t 
allow completion of storage and transpom 
facilities. Drilling is continuing and the fir 
estimates of probable daily output and suppl 
mentary investment are being made.” 

At the beginning of 1971, PETROPER 
granted a concession to an international petrot 
leum company for the exploration of a strip 
1 million hectares which looks highly promising 
because of its proximity to the oilfields being 
exploited in eastern Ecuador. The equipmen: 
required for this work was already in Peru at the 
end of ‘the year. PETROPERU has also signec 
contracts with three other firms for the explora: 
tion of areas adjacent to those mentioned above 
and areas on the continental shelf. 

MINEROPERU, for its part, began develop+ 
ment of the Cerro Verde copper deposits, usin 
a loan of $22 million from a State bank, anc 
subsequently signed a contract with an Englis 
firm for the construction work and finance 
needed to enable the mine to go into productio 
in 1974. 


(d) Manufacturing 

Although its growth rate fell from 11 pe 
cent in 1970 to 9.2 per cent in 1971, manufactur- 
ing is still going through a period of general 
expansion. This apparent contradiction is 
explained by the fact that the 1970 growth rate 
reflected the performance of only two industries. 
while the others continued to stagnate as they 
had done for the previous three years. In 1971,. 
however, although the production of the biggen 
of those two industries fell sharply (17.6 pen 
cent), the rest of the sector grew fast enough to 
maintain the overall growth rate at a fairly 
high level. 

The highest growth rate within the sector was. 
recorded by the industries producing items used 
in construction. Production of goods from non- 
metallic minerals went up by 28 per cent and, 
although technical difficulties arose in the pro- 
duction of steel bars for construction, the pro- 


che Two more wells in the prospection area went into 
production at the beginning of 1972, and estimates of 
probable reserves were revised upwards by a considerable 
amount as a result. 
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duction of rolled steel increased considerably 
with the entry into operation of new facilities at 
Chimbote. The industries producing textile in- 
puts, spinning and weaving mills showed an 
increase of around 15 per cent according to 
partial data for the year. The food industry also 
expanded, by 15.1 per cent, and motor vehicle 
assembly went up by 8.9 per cent, but was still 
unable to satisfy the sharp upswing in demand 
caused by the proliferation of tied savings and 
consumer credit facilities. 

_ It is estimated that the consumer goods 
industry as a whole grew by 14 per cent during 
the year, largely as a result of the utilization of 
idle capacity, which, in the case of the textile 
industry, for instance, represented one-third of 
installed capacity up to the beginning of 1970. 
Although this is an extreme case, it explains the 
speed with which the manufacturing sector was 
able to secure such a large increase in produc- 
tion. 

The manufacturing sector is apparently 
beginning to plan new additions to its capacity, 
judging by the admittedly imprecise indications 
to be gathered from the increase in requests for 
investment and reinvestment presented by 
enterprises to the Ministry of Industry. The 
amount of new investment requested is higher 
than that of reinvestment, and this could be 

interpreted as a sign of the beginning of a pro- 

cess of diversification of the manufacturing 
sector which will be reflected in future produc- 
tion. 


3. The fiscal sector 

The foregoing trends were supported by 
budgetary policy. Although the current income 
of the central government fell considerably 
owing to the reduced tax revenue from mining 
and the elimination of certain taxes on the fish- 
ing industry, so that total revenue amounted to 
40,421 million soles, current expenditure was 
kept down to 34,829 million soles by a strict 
policy of curbs on spending, despite the in- 
creased costs due to the salary increases granted 
to school teachers. 

Thus, savings on current account amounted 
to 5,592 million soles; this figure is less than 
half the capital expenditure of the central 
government, so that the deficit amounted to 
5,067 million soles. The Government had no 
problems in financing this deficit and continu- 
ing to support public enterprises. The high 
degree of liquidity of the financial sector and of 
private persons enabled the Government to 
issue promissory notes and bonds to the value 
of 8,359 million soles, all of which were swiftly 
taken up. External loans provided another 
1,566 million soles. In short, the Treasury 


closed the financial year with a deficit of onl 
2,954 million soles, i ft 


4. The external sector 


_ The external sector once again displayed its 
instability as the favourable trends of 1970 
were replaced by frankly negative ones on 1971 
(see table 127). 

The current value of exports of goods fell 
from the high 1970 level of $1,032 million to 
$884 million in 1971. With the drop in exports 
of fish from $347 million in 1970 to $316 
million in 1971 (the unit value changed only 
slightly), fish became the latest of the country’s 
primary exports that have reached a quantita- 
tive ceiling in foreign markets, for one reason 
or another. The list of such products up to now 
comprises sugar, coffee and natural fibres 
which, together with fish, account for nearly 50 
per cent of the average value of total exports 
over the last few years. 

In 1971, the volume of sugar exports went up 
by 7.3 per cent and their value by 14.8 per cent, 
but 1970 had been a low production year. 
Exports of coffee fell in both volume and unit 
value, so that the foreign exchange they 
contributed to the economy declined from $43.8 
million in 1970 to $35.7 million in 1971. As 
regards fibres, wool exports declined 22 per 
cent, owing to the increased demand of national 
spinning mills, but their unit value remained 
unchanged because of the smaller drop in the 
volume of exports of fine lama wool, which has 
a higher unit price than ordinary wool. As 
regards cotton, there was an increase in 
purchases by spinning mills, and exports of 
semi-long fibres, the prices of which had 
improved on the international market, fell, 
while exports of extra-long fibres, the world 
prices of which were falling, increased. All told, 
the value of cotton exports fell from $52.1 
million in 1970 to $46.2 million in 1971. 

Mining exports fell off sharply. The main 
export products of this sector amounted to only 
$368 million in 1971, compared with $472 
million in 1970. This drop of nearly $105 
million is explained largely by the fall in 
international prices. The volume of copper 
exports fell from 211,000 tons in 1970 to 
188,000 tons in 1971, and as the price of copper 
also fell by 20 per cent, the result was that the 
value of copper exports fell from $246 million 
to $174 million. Exports of silver and lead 
declined in value by 20 per cent, iron and steel 
exports by 13 per cent and zinc exports by 4.2 
per cent. : 

In contrast, the value of imports increased 
6.2 per cent, in accordance with the growth of 
domestic demand. Imports of non-durable 
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Table 127. Peru: balance of payments 


(Millions of dollars) 
1960 1965 1969 1970 19 7s 
Current account 
Exports of goods and services. 494.1 772.0 1,023.0 1,197.0 1,046.8 
Goods f.0.b. 444.4 685.0 881.0 1,032.0 883.9 
Services , : : 49.7 87.0 142.0 165.0 162.9 
Imports of goods and services . 426.5 845.0 885.0 952,05)" 1010s | 
Goods f.o.b. 326.6 653.0 674.0 695.0 743.8 
Services i , ‘ ee O99 192.0 211.0 257.0 267.3 | 
Net external investment income . —54.9 —91.0  —146.0 —135.0 —136.7 
Net private transfer payments . 2.5 5.0 3.0 15.0 10.0 
Balance on current account 15.2 —159.0 —5.0 125.0 —91.0 
Capital account 
Net external financing (a+b+c+d+e) . —15.2 159.0 5.0 —125.0 91.0 
(a) Net external non-compensatory 
capital : : 12.2 228.0 90.0 14.0 40.6 
Direct investment ° Liat 38.0 —17.0 —71.0 16.1 
Long- and medium-term loans 29.3 196.0 254.0 pes 45 
Amortization payments . —35.8 —47.0 —149.0 —161.0 : 
Short-term liabilities . 39 30.0 — 26.0 —2.0 — 
Official transfer payments : Seal 11.0 28.0 75.0 20.0 
(b) Domestic non-compensatory capital 
or assets : ; 0.9 — 16.0 13.0 63.0 —10.0 
(c) Errors and omissions : ; 4.4 — 38.0 — 60.0 — 42.0 — 26.2 
(d) Allocation of Special Drawing Rights — _ — 14.0 1352 
(e) Net compensatory movements (in- 
crease —) . ; : : er 32a —15.0 — 38.0 174.0 73.4 
Balance-of-payments loans, trade 
arrears, deferred payments, IMF 
position and other liabilities of 
the monetary authorities . ; — — fier 80 266 
Amortization payments . —15.5 — — 10.0 . 
Movements of gold and foreign 
exchange reserves (increase —). —17.2 — 15.0 —58.0 —152.0 96.6 
Special Drawing Rights — — — — 14.0 — 16.6 


Source: IMF, Balance of Payments Yearbook, vols. 17 and 22. 


* Estimates. 


consumer goods, however, registered an ap- 
proximate increase of 5.6 per cent, despite the 
restrictions on the purchase abroad of certain 
types of cereals, meat and dairy products which 
were imposed as part of the policy of incentives 
to agricultural production, and imports of 
consumer durables increased 28.2 per cent. 

Most of the increase in imports can be 
attributed to purchases of inputs and equipment 
by the manufacturing sector. Imports of inputs 
went up by $85 million dollars to more than 
$320 million, which is equivalent to two fifths 
of the total value of imports of goods. Imports 
of equipment increased 21 per cent to $138 
million. 

The contrary trends in imports and exports 
considerably reduced the trade surplus, which 
fell from $337 million in 1970 to $140 million in 
1971. The current account service payments 
deficit is estimated to have amounted to $241 
million. In particular, interest payments on the 


public and private external debt grew con-- 
siderably and were not offset by the decline ini 
transfers of profits and dividends. On the other‘ 
hand, the traditional deficit on tourism was not: 
so great in 1971 because of the restrictions; 
imposed on spending by Peruvian tourists; 
abroad. 

Total official and private transfer payments; 
received from abroad declined from $90 million | 
in 1970 to $39 million in 1971, largely because of ’ 
the exhaustion of the donations received in. 
consequence of the earthquake of May 1970. 
When private transfer payments are added to 
the goods and services account, the balance on 
current account in the balance of payments, 
which showed a surplus of $125 million in 1970, 
ete a deficit of roughly $91 million for: 

As regards capital movements, there are still 
some important gaps in the available informa- 
tion. It is probable that the withdrawal of 
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vestment by foreign enterprises, which was 
esponsible in 1970 for an outflow of registered 
apital to the value of $71 million, still persists 
o a certain extent, but the enterprises supplying 
he domestic market increased their investment, 
© that estimates of direct investment show a 
Ositive balance of $16 million. Moreover, 
ayments by the private sector in respect of 
xternal credits remained at their previous level 
$7.7 million) and should go down in the future 
as no new credits were contracted in 1971. 

The guaranteed external public debt in- 
creased by barely $2.1 million. Although the 
amount of credits disbursed by the public 
sector rose from $140 million in 1970 to $168 
million in 1971, the increase in amortization 
payments *was even more spectacular, so that 
the net balance of utilized credit fell from $19.2 
million in 1970 to $12.2 million in 1971. In the 
latter year, the guaranteed debt gave rise to net 
amortization payments of $10 million, whereas 
it had represented a contribution of $58 million 
to capital movements in 1970. 

Short-term capital, including errors and 
omissions, also showed a less favourable trend, 
the result being a deficit of $26 million. The 
above trends caused a drop in net international 
reserves from $329 million at the end of 1970 
to $250 million at the same date in 1971, which 
is equivalent to the value of nearly two months’ 
imports at the level prevailing at the end of the 
year. 


5. Some developments in economic policy 

The most important developments in econ- 
omic policy in 1971 were the definition of the 
objectives of and arrangements for agrarian 
reform, the introduction of new legislation on 
fishing and mining, the announcement of 
amendments to the law on industry (which 
were put into effect early in 1972), the introduc- 
tion of a new education bill, and the establish- 
ment through the relevant contracts of new 
systems of granting petroleum concessions. 


(a) Agrarian reform 

The idea of equal distribution of the land 
among the agricultural workers has been 
rejected, as it would lead to the creation of an 
excessive number of very small holdings. 
‘Therefore, on the basis of the established 
principle of expropriating the big sugar 
latifundia on the north coast, which were 
converted into co-operatives run by those who 
worked on them, a new type of agricultural 
enterprise has been created. These enterprises 
are called Sociedades Agricolas de Interes 
Social (SAIS)—agricultural enterprises opera- 
ted in the interest of the community. They take 


the form of co-operatives whose land consists 
of expropriated latifundia and whose labour 
force consists of the local farm workers. Among 
other requirements, such co-operatives must 
have received official recognition. Taking the 
Tupac Amaru SAIS as a model,°? the new 
enterprises may be described as follows. 

The expropriated latifundia continue to 
operate individually but under the management 
of the co-operative set up in the form of SAIS. 
The workers on the latifundia receive part of 
the net profits of their particular unit, and the 
rest is given to the communities, in accordance 
with the number of inhabitants, the economic 
status of the families, their income from non- 
agricultural sources and the community infra- 
structure they have at their disposal. The invest- 
ment resources of the SAIS are used to 
increase its productive capacity and the 
productivity of the entire holding or its 
component parts, to establish industries for the 
processing of its agricultural products, or to 
take advantage of its endowment of raw 
materials or natural resources. It is hoped that 
these communal agricultural enterprises (SAIS) 
will raise the standard of living of the people 
who live and work on them and that their 
savings will gradually be reflected in increased 
diversification of their output and social 
infrastructure. At the present time, only the 
communities of formerly independent peasants 
show a certain amount of diversification, since 
some of them are also engaged in certain mining 
activities and in all of them there is a large 
handicraft industry, so that their situation is 
different from that of the workers on the former 
latifundia. 

The advantages offered by the SAIS enter- 
prises are offset by two factors that could be- 
come disadvantages. One is the gigantic dimen- 
sions these enterprises would assume if they 
closely followed the model established by Tupac 
Amaru, which covers 247,000 hectares of 
expropriated cattle latifundia and 174,000 
hectares owned by the communities. Although 
it is true that each expropriated latifundia and 
each community continues operating indepen- 
dently, the enterprise as a whole depends on a 
single decision-making centre made up of the 
management of the co-operative. The problems 
of administration, selection of investment and 
reconciliation of the interests of each compo- 
nent with those of the whole enterprise are 
multiplied and increased, and these problems 
could, at any rate in theory, call for greater 


53 See Ministry of Agriculture, Las comunidades inte- 
grantes de la SAIS Tupac Amaru, Lima, 1971. 
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management ability than the enterprise 
possesses. 

The second disadvantage is that of leaving a 
considerable number of peasant communities 
outside the advantages of the new system. For 
instance, when Tupac Amaru was first set up, 
the considerable number of communities 
located in the area were examined. On the basis 
of a preliminary selection it was decided that 
63 of them fulfilled the basic conditions for 
incorporation in the enterprise, not only 
because of their physical proximity and the 
official recognition accorded to them, but also 
because they needed land. The second step was 
to hold a social and economic survey, which 
narrowed the field to 16 communities, 72.1 of 
whose total income came from non-agricultural 
sources. Thus, in this case, the setting up of the 
SAIS did not improve the living conditions or 
the production of most of the peasant com- 
munities in the central region of Peru. 

It was this problem, together with the fact 
that officially recognized communities™ are to 
be found only in the Sierra region and in some 
valleys of the coastal and the Ceja de Montana 
regions, that led the agrarian reform agency to 
devise an integral rural settlement scheme 
(Proyecto Integral de Asentamiento Rural— 
PIA), aimed at converting agrarian reform into 
a strategic element of multisectoral local 
planning and at reducing migration to the 
metropolitan centre. This increased and compli- 
cated the burden of the agency’s work, owing to 
the need to obtain advisory assistance and aid 
from other public institutions specializing in 
planning, industrial finance, marketing, etc. 
Nevertheless, with the clarification of the main 


54 Only some of the groupings calling themselves com- 
munities have actually secured official recognition. This is 
so, for example, in the case of certain communities on the 
coast. As for the Ceja de Montafia region, some mountain 
communities organized the illegal occupation of lands 
that had been legally adjudicated to individual entrepre- 
neurs, and this gave rise to the creation of satellite com- 
munities, the number and size of which are not known, that 
were unable to request official recognition. 


objectives and procedures of the process 0% 
agrarian reform, the rate at which land is 
allocated has been stepped up. As table 128 
shows, 72 per cent of the area of land expropri 
ated in 1969 was actually allocated in the same 
year, and the proportion was 48 per cent inj 
1970. In the first nine months of 1971, 597,00 
hectares of land were expropriated and 492,000) 

hectares were allocated, giving an overall} 
proportion of 59 per cent. 


(b) Restructuring of the fishing industry 

The pace of growth of the Peruvian fishingg 
industry has been rapid over the last 15 years, 
owing to the abundance of anchoveta. Thes 
anchoveta catch increased at an annual rate off 
94.8 per cent over the period 1957-1961 and at 
a rate of 9.4 per cent during the nine followingg 
years. Output currently stands at 10 million) 
tons a year, which must be taken as the limit for’ 
the immediate future at least. | 

This very rapid growth rate has given rise to) 
a number of anomalies in the anchoveta 
industry. In particular, the number of plants; 
is relatively high, so that decisions on matters} 
relating to investment, capacity and marketing; 
of the final products have not been adequately ’ 
co-ordinated. Consequently, towards 1965,, 
production was running at only about half the: 
level of installed capacity. 

Between 1966 and 1968, the number of* 
plants fell from 171 to 147, with a concomitant : 
process of industrial concentration, while: 
foreign infiltration grew owing to the sale of 
operating plants to foreign interests, which now 
hold 40 per cent of the industry’s capital. As. 
regards exports, although the enterprises, 
concentrated on using five main sales channels, 
they were faced with the problems of buyers’ 
preferences for a small number of external 
markets and sharp fluctuations in prices, which 
strengthened the tendencies towards greater 
concentration described above. 

Since 1969, economic policy has been aimed 
at correcting the deficiencies in the fish meal 


Table 128. Peru: land reform achievements 


B ‘ 
ier Expropriations Allocations B 

(hoceange) (thousands of ha) (thousands of ha) (percentages) 
(J) (2) (3) (4) 
1968. : : : 8 181 207 114 
1969. : : ; 16 590 426 72 
1970. : : : 54 2,119 1,118 48 
1971° : ; ; 70 2,716 1,610 59 


eee 


Source: Ministry of Agriculture. 


* Cumulative figures from 1968, not including areas expropriated or allotted prior to that year. 


> Up to September. 
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dustry and the fishing sector in general. The 
ational Fish Meal and Fish Oil Marketing 
ompany (Empresa Publica de Comercializa- 
ion de Harina y Aceite de Pescado—EPCHAP) 
yas set up in 1970 as the sole agency respon- 
sible for the acquisition and export of both 
products. The aims of EPCHAP are to channel 
Peruvian supply more directly to the consumer 
ountries, thus avoiding the excessive prices 
sually associated with a centralized buyer’s 
arket and providing an opportunity to 
promote new external markets, and to prevent 
jexcessive supply, which would lead to a 
deterioration of world market conditions. This 
second objective gave rise to an increase in the 
lagency’s stocks during the first half of 1971, but 
stocks were subsequently reduced to opera- 
‘tional levels. 

The fresh fish industry has not been de- 
Iveloped very much in Peru. The low productiv- 
jity of the equipment used and the high profit 
margins have combined in the past to push up 
consumer prices to excessively high levels. The 


{comprehensive legislation on the fishing sector 
} which recognizes the biotechnical limitations of 
Jits most dynamic component. The new legisla- 
} tion lays down that reinvestment in enterprises 
in the third category of priority, including fish 
| meal enterprises, will be limited to a maximum 
1 of 55 per cent of the net income, that authoriza- 
tion will not be given for the establishment of 
1 new fish meal production enterprises involving 
foreign capital, and that the enterprises that 
already exist in this sector cannot sell their 
factories or fishing licences to enterprises 
involving foreign capital. It also lays down that 
the shares of fishing enterprises owned by 
Peruvians may not be transferred to persons of 
different nationality, but that enterprises In- 
} volving foreign capital engaged in the produc- 
tion of fresh fish will receive special treatment 
under Government contracts OF treatment 
} equivalent to that given to Peruvian enterprises. 
Moreover, the law introduces the community 

system used in the manufacturing sector to the 
| fishing industry and creates a system for the 
equalization of benefits at the sectoral level. 
The fishing communities are made up of the 
workers in each fishing enterprise, 8 per cent 
of the net cash income of the enterprise 1s to be 


set aside each year in substitution for the 
defunct system of worker participation in 
profits and certain bonuses, while 12 per cent is 
to be reinvested in the same enterprise as 
workers’ capital. The workers will appoint a 
representative to occupy a seat on the board of 
management of the enterprise, with voting 
power proportional to the workers’ capital in 
the enterprise, and as the workers’ capital share 
rises, up to a stipulated limit of 51 per cent, 
te workers’ representatives will be appoin- 
ted. 

The sectoral equalization machinery is called 
the Fishing Compensation Fund (Comunidad 
de Compensacion Pesquera) and is made up of 
representatives of the fishing communities. The 
Fund will receive half the above-mentioned 8 
per cent of the fishing enterprises’ income and 
will redistribute it among the fishing communi- 
ties in accordance with a formula that takes 
account of the number of workers and of days 
worked. It will also receive half of the 12 per 
cent capital share, for investment on the basis 
of the same distribution formula. 

In view of the material and institutional 
limits on reinvestment in the sector, TLS 
estimated that in a short while the Fund and the 
individual fishing communities will each pos- 
sess a quarter of the total share capital of the 
fishing enterprises. This is so because, as 
reinvestment is unnecessary, the workers will be 
increasing their participation in the enterprises 
at the expense of the shares of the other 
shareholders. 


(c) Long-term mining policy 

New legislation on mining which does not 
cover hydrocarbons and certain non-metallic 
minerals of minor importance was adopted in 
1971. In effect, the new legislation reaffirms and 
expands the basic principles of the law of 1970 
and includes provisions from the contract 
signed in 1969 between the Government and 
the Southern Peru Copper Corporation for the 
development of the Cuajone copper mine as 
well as from Legislative Decree No. 17792 (also 
adopted in 1969) on the obligation of conces- 
sion-holders to present and carry out a pro- 
gramme of investments. In other words, it 
reserves for the State the ownership of all 
mineral resources, the industrial processing of 
minerals, and the marketing of mineral 
products abroad, while it tries to ensure that 
mining enterprises granted concessions will not 
become enclaves of limited usefulness to the 
national economy, and that the deposits 
covered by concessions are exploited in 
accordance with a reasonable timetable. 

The new legislation provides a series of 


217 


incentives to private investment. It authorizes 
the write-off of fixed investments, their revalua- 
tion in accordance with changes in the exchange 
rate, tax liberation and exemptions in respect of 
reinvestment, and it guarantees, through indi- 
vidual contracts with the Government, that the 
existing tax structure will be maintained for a 
variable but sufficient number of years. 

The legislation provides for the establishment 
with fiscal resources and external and internal 
credit of a Mining Investment Fund, which will 
finance mining promotion and development and 
grant credits to enterprises for up to ten years, 
with interest of no more than 8 per cent on the 
unpaid balance. The majority of these benefits 
will primarily aid small and medium-sized 
enterprises, but other enterprises will also be 
eligible to benefit by concluding contracts with 
the State. 

Lastly, the new legislation sets up mining 
communities and a Mining Compensation 
Fund, along the lines of the corresponding 
institutions set up under the fishing legislation. 
In mining, however, the rate of participation in 
profits is 4 per cent instead of 8 per cent, and the 
workers’ participation in the capital is 8 per 
cent instead of 12 per cent. Thus, the mining 
communities will take longer than the fishing 
communities to obtain SO per cent of the capital 
of established enterprises. Nevertheless, they 
are entitled to the immediate appointment of a 
representative to the board of management of 
the enterprise in which they work, with voting 
power proportional to the workers’ share of 
capital in the enterprise. 


(d) Standards governing concessions and 
petroleum contracts 

In 1971 no legislation was introduced in 

respect of the petroleum sector, which was 
excluded from the legislation on mining 
mentioned above. However, just as the con- 
tract in respect of the Cuajone mine laid down 
standards that were subsequently followed in 
the law on mining, the contract between 
PETROPERU and the Peruvian subsidiary of 
the Occidental Petroleum Company may be 
taken as an indication of the petroleum policy 
followed in 1971. The economic aspects of this 
contract are as follows: 

(i) Investment costs are to be borne by 
Occidental Petroleum, and investments 
must be carried out in accordance with 
previously approved timetables, non- 
fulfilment of which may give rise to the 
cancellation of the contract; 

(ii) The output of each well is the property of 
PETROPERU, which will deliver 50 per 
cent of it to the Occidental Petroleum 


Company. The remainder represents the 
income tax payable in Peru by the! 
Company and the profits of PETRO 
PERU; | 

(iii) When the contract expires after thirty 
five years, the production, storage andi 
transport facilities in the oilfields will be+ 
come entirely the property of PETRO} 
PERU, without any payment to 5 | 


Occidental Petroleum Company; 

(iv) After seven years from the date of the 
signing of the contract, the Occidenta 
Petroleum Company will retain only ones 
half of the area granted in concession, andi 
PETROPERU will thus come into posses 
sion of a prospected area which it ca 
either exploit on its own account or gran 
in concession; 

(v) If it strikes oil, the Occidental Petroleum ! 
Company will build an oil pipeline fromp 
its concession in the Amazon valley to aa 
port on the Pacific coast, and PETRO-: 
PERU may supply up to 50 per cent off 
the necessary investment. After seven) 
years the pipeline will pass into the hands 
of PETROPERU at no further cost to the: 
latter; : 

(vi) The Occidental Petroleum Company will! 
undertake to conduct a_ continuous; 
programme of training of Peruvian staff 
at all levels, to replace foreign personnel; ; 

(vii) The Occidental Petroleum Company may ' 
only import goods that are not produced - 
in Peru; 

(viii) The Occidental Petroleum Company will . 
hand over all its export income to the» 
Central Bank, but will be entitled to re- 
ceive foreign exchange for its payments 
abroad in accordance with a programme 
previously approved by the Government. 


(e) Restructuring of the manufacturing sector 

In January 1971 the Government promul- 
gated regulations governing the implementation | 
of the General Law on Industry which had been 
passed the previous year. The regulations 
specify those industries that are considered to 
be in the second and third categories of priority, 
thus supplementing the list of industries con- 
sidered to be of top priority. Most of the in- 
dustries in the top category are basic heavy 
industries in the fields of metal production and 
transforming, chemicals or engineering, with 
high investment requirements. According to 
the regulations, the second category comprises 
industries producing essential goods ranging 
from food to motor vehicles and construction 
materials, and inputs ranging from fodder to 
electronic computers. The third category covers 
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on-essential goods and there is a fourth cate- 
jory covering non-priority or superfluous goods. 
From the incentives provided on the basis 
of the official order of priorities, it is obvious 
hat the aim is to remedy the excessive de- 
pendence of the manufacturing sector on im- 
yorted inputs and at the same time to diversify 
s output, taking advantage of the increased 
onsumer demand that now exists in the 
ountry. The granting of the incentives also 
lepends on some other conditions, such as 
ocation outside the metropolitan area. 

At the beginning of 1972, it was announced 
that the regulations concerning foreign capital 
ould be revised. Under the previous legisla- 
ion, the formation of totally foreign-owned 
enterprises was subject to the conclusion of a 
ontract with the Government providing that 
such enterprises should accept national parti- 
tipation within a certain length of time 
previously specified in each individual case, 
etaining for themselves only a maximum of 
33.3 per cent of the share capital. Enterprises in 
hich foreign assets accounted for more than 
5 per cent of the share capital must reduce that 
proportion to no more than 49 per cent. More- 
over, national enterprises were forbidden to sell 
shares to foreigners when non-Peruvians already 


ithe percentage proportions specified above. 

| Lastly, direct foreign investment to purchase 
the shares or rights of Peruvian investors will 
only be permitted in the case of national 
i enterprises that are on the brink of bankruptcy. 
| The new provisions are more flexible than 
| those they supersede. In any event, they allow 
| national or mixed national and foreign enter- 
4) prises to accept foreign capital without the need 
) for prior approval by the Ministry of Industry 
j and Trade, the executives of the enterprises 
4) being responsible for seeing that there 1s no 
change in their basic status. Thus, the new 
‘ legislation will foster a structure of industry 
which conforms more closely to the require- 
i) ments of the Cartagena Agreement. 


DOMINICAN REPUBLIC 
1. Recent economic trends 


During 1971, the economy of the Dominican 
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Republic continued its upward trend. The real 
gross domestic product rose by 7.4 per cent, 
which represented an increase compared with 
the five-year period 1965-1970, when the 
economy grew at an average annual rate of 
6.6 per cent, and an even more marked 
improvement over 1970, when the growth rate 
was 5.5 per cent. 

Total supply expanded by 9.3 per cent as 
against an annual average of 8.4 per cent 
between 1965-1970 and a rate of 8.2 per cent 
in 1970. As in previous years, the increase in 
available goods and services was increasingly 
channelled into capital formation. Gross 
domestic investment increased in 1971 by 24 per 
cent as against the average annual rate of 22 per 
cent for the period 1965-1970, and the ratio 
of investment to the product thus came to 
28 per cent. In this process of increased invest- 
ment, the public sector played a role of growing 
importance, investment from this source in 
1971 being three times that for 1965. This was 


Figure XXIII. Dominican Republic, 1965-1971 
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possible because of the increase in central 
government income, which in 1971 was 
around 18 per cent higher than in 1970, while 
the consumption of this sector rose by only 
3.8 per cent. Private consumption also in- 
creased only moderately in 1971, its rate of 
growth in that year being only 5.7 per cent, 
compared with an average annual increase of 
7.1 per cent during the five-year period 1965— 
1970 (see table 129). 

The main contributions to the progress 
recorded in 1971 came from the increase in 
output of agricultural products (with the 
exception of coffee), the continuing boom in 
both public and private construction, and 
public investment in improvements to the 
infrastructure. 

The external sector was stimulated by the 
expansion of agricultural production, which 
made possible an increase of 11 per cent in the 
value of agricultural exports, the volume of 
exports of sugar increasing by as much as 30 
per cent. These trends were reinforced by a 
40 per cent increase in the numbers of tourists. 
This led to an increase of slightly over 13 per 
cent in the current value of exports of goods and 
services, although this was not sufficient to com- 
pensate for the increase in imports, which grew 
by about 20 per cent in 1971. There was there- 
fore once again a deficit on the current account, 
and indeed in 1971 this deficit was 35 per cent 
higher than the year before. With the increased 
inflow of capital recorded in 1971, however, 
the balance of payments finally showed an 


Table 129. Dominican Republic: total supply and demand 


Millions of pesos at 


increase in reserves of around $12 million 
compared with the decrease in reserves recorde 
in 1970. 


2. Major sectors of activity 

In 1971, the major sectors of activity main 
tained similar rates of growth to those record 
in the period 1965-1970. Thus, basic service 
(energy, transport and communications) con- 
tinued to be the most dynamic sector, achievin 
a growth rate (8.6 per cent) similar to the rat 
of 8.5 per cent achieved over the precedin 
five-year period. The second most dynami 
sector was the production of goods, the annual 
growth rate of which rose from an average of 
7.5 per cent for the period 1965-1970 to 8.1 pe 
cent in 1971 (see table 130). 

The product of the agricultural sector rose b 
7.5 per cent owing to favourable weather con-: 
ditions and the implementation of various 
Government programmes. This expansion o 
the agricultural product reflected increases in: 
the production of tobacco (13 per cent), cocoa 
(11 per cent), sugar cane and maize (8 per cent), 
and fruit and vegetables, which more than 
made up for the drop of 23 per cent in the 
coffee crop. Satisfactory progress was also: 
made in 1971 in the livestock sector, since 
poultry production rose by 49 per cent and bee 
production by 4 per cent. Continued expansion} 
of the agricultural sector is hoped for as al 
result of the implementation in 1972 of broad! 
programmes for the development of the sector, , 
with international agencies (IBRD, IDB and! 


Percentages structure Annual growth rates 


1960 prices 
1965 19708  1971% 1965-1970" 1971" oe a 
1970 1970? 197] 
Total supply : 914.5 1,366.5 1,493.2 120.4 130.6 132.9 8.4.. 8.2) 938i 
Gross domestic product 759.8 1,046.5 1,123.9 100.0 100.0 100.0 6:69 75: Seen 
Imports? 154.7 320.0 369.3 20 Aw *y30!6) 132.9 1S26) stS.0 pho! 
Total demand 914.5 1,366.5 1,493.2 120.4 130.6 132.9 6:4 8.2 OS 
Exports? . : : 12 ie7 1789 ae 19357 16.0 17.1 ila: SOF 15:9 ess 
Gross internal investment 94.6 254.8 S15e7 12.5 2A eees:! 22.0 528.6923 9 
Gross fixed investment 94.2 Sat Be 12.4 at 
Public . 29.1 3.8 Hy 
Private. 65.1 8.6 
Construction ; 61.7 8.1 
Machinery and equipment SPAS - ‘a 4.3 Fa te te 
Total consumption 698.2 9328 983.8 91.9 89.1 87.5 60, 24s 
General government . 106.5 98.1 101.8 14.0 9.4 oF —2.1 3.4 3.8 
Private 591.7 834.7 882.0 TTS S19 See eee Tol 23 ee oL, 


SourCE: For 1965 to 1968 ECLA estimates on the basis of official 
statistics supplied by the Central Bank of the Dominican Republic; 
for 1969 to 1971, ECLA estimates on the basis of preliminary 
statistics from the Central Bank. 

Note; the export and import figures for goods and services were 


taken from the balance-of-payments tables in dollars at current 
prices converted into constant 1960 prices by deflation in accordance 
with the prices indexes calculated by ECLA for this purpose. 

* Preliminary. 

» Goods and services, excluding factors. 
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Table 130. Dominican Republic: gross domestic product at factor cost, by sectors of economic activity 
(At factor cost) 


Millions of pesos at 


Structure (percentages) 


1960 prices Annual growth rates 
1965 19708 19718 ©1965 19708 1971" 19 jg7q— 971 
1970 
Agriculture igs4 ©2305 2476 4278 «954m 254) T4aere6 7S 
Mining Writes Coe 16 | Le me eT 
Manufacturing 78.5 136.4 145.4 11.8 15.0 14.9 11.6 8.9 6.6 
Construction 6% 08150.5 -4°60.2 4.0 5.6 GIES 45 19.2 
Subtotal, goods. OPER ISIS ©2670 452 ATO ATOCAT ENO. 8 
Electricity, gas and water Se mINIES iS 1 (3 1.8 Lote aa eweletss 111 
Transport and communications 43.3 61.9 66.8 6.5 6.8 6.8 TA 67 19 
Subtotal, basic services 519 782 849 7.8 pige) nobly t large mbes” Ro 
Commerce and finance GERALD 2 (004 RIHISC We 175 TAOS MP 58 Te 
Government. 932° 83.0 ° 85.3 12:5 9.1 97 tO 60 28 
Ownership of dwellings 60.6 79.7 85.1 9.0 8.8 8.7 5.6 2.0 6.8 
Miscellaneous services . 66.1 783 84.0 99 8.6 ogee a4 52) onde 
Subtotal, other services 314.1 398.2 423.8 47.0 43.8 43.4 48 5.0 64 
Total . 659.1 907.7 974.9 100.0 100.0 1000 66 55 74 


SourcE: 1965-1968: ECLA estimates on the basis of official 


|i statistics supplied by the Central Bank of the Dominican Republic; 


1969-1971, ECLA estimate on the basis of preliminary statistics 
from the Central Bank. 


AID) participating in the over-all financing. 

The mining product, which had been increas- 
ing at an average annual rate of 6.3 per cent 
during the five-year period 1965-1970, dropped 
by 4.1 per cent. In June 1971 a new law regulat- 


|| ing the activities of this sector was passed. The 


manufacturing sector continued to grow, but at 
4 slower rate (6.6 per cent) than in the period 
1965-1970 (11.6 per cent). 

The growth rate of the construction sector 
rose even higher from an average annual rate 
of 13.5 per cent in the period 1965-1970 to 19.2 
per cent in 1971. This boom in construction 
reflected intensified public and private invest- 
ment, particularly in housing construction, in 
increased hotel building, and in the expansion 
of the road system and the 
irrigation schemes. The rapid growth of this 
sector led to a relative scarcity of cement during 
the year, although cement production had 
increased by 25 per cent. 

In the basic services sectors, the continued 
expansion of which was due in part to the 
intensification of public investment, the gross 
product of the electricity sector increased by 
11.1 per cent in 1971, while that of the transport 
and communications sector grew by 7.9 per 
cent. In the transport branch the 1949 civil 
aviation agreement with the United States was 
advantageously modified, and a new agreement 
was signed in 1971 opening up the Santo 
Domingo-New York route to Dominican 


execution of 


Note: the sum of these activities does not correspond to the total, 
owing to the general method of calculation used, which consisted 
of extrapolating each activity and the total independently. 

® Preliminary. 


airlines. Other developments in the branch were 
the granting to the “Alas del Caribe” airline of 
permission to use the new airport nearer the 
capital, and the Government’s decision to 
build three major highways. 

The same upward trend was to be observed 
in the majority of the activities of the tertiary 
sector. 


3. The external sector 

According to provisional and fragmentary 
information, the value in dollars at current 
prices of exports of goods and services increased 
by rather more than 13 per cent in 1971, 
compared with 12.6 per cent the year before. 
As in previous years, however, imports in- 
creased more rapidly than exports: thus, they 
increased by around 20 per cent, which was only 
slightly less than the increase recorded in 1970, 
so that the substantial deficit on the current 
account of the balance of payments not only 
recurred but even increased (see table 131). 

The value of exports of goods increased by 
15 per cent, a decisive factor in this increase 
being the rise of over 30 per cent in sugar 
exports due to the granting of considerable 
supplementary quotas in the United States and 
in the world market. In addition, bauxite 
exports increased by 7 per cent, and fruit, 
vegetables and tobacco by around 6 per cent. 
These increased earnings more than made up 
for the decrease in income from exports of 


en 


vd 


Table 131. Dominican Republic: balance of payments 


(Millions of dollars) 
1960 1965 1969 1970 1971? 
Current account 
Exports of goods and services . U72aL 143.1 227.4 256.0 290.0 
Goods f.o0.b. 157.4 125.5 184.1 213.0 245.0 
Services ; : : 14.7 17.6 43.3 43.0 45.0 
Imports of goods and services . .-116.9 —163.9 —290.2  —352.0 —421.0 
Goods f.o.b. /==9033" #21207 = 210!4 © — 2670 — 325-0 
Services ; ‘ 3 . —26.6 — 43.2 —79.8 — 85.0 — 96.0 
Net external investment income —9.6 —12.0 —23.4 — 26.0 — 32.0 
Net private transfer payments . —3.0 12.4 whe) 8.0 9.0 
Balance on current account 42.6 —20.4 —76.7 —114.0 —154.0 
Capital account 
Net external financing (a+b+c+d+e) . —42.6 20.4 76.7 114.0 154.0 
(a) Non-compensatory external financing —18.2 45.8 ip. 118.0 
Direct investment ; ; : 1.0 6.0 24.1 69.0 
Long- and medium-term loans. — 19:2 54.6 33,0 
Amortization payments —0.5 —5.7 —10.2 —9:0 
Short-term liabilities . — 18.6 — 38.9 5.8 24.0 161.5 
Official transfer payments —0.1 65.2 1.6 1.0 
(b) Non-compensatory domestic capital 
or assets : ; Se —3.9 14.4 —21.0 
(c) Errors and omissions — 28.1 —12.7 —0.2 352 
(d) Allocation of SDRs — — 5.4 4.6 
(e) Compensatory movements 
(— increase) : ; : 0.4 —8.8 — 13.4 8.4 —12.1 
Balance-of-payments loans, trade 
arrears, deferred payments, IMF 
position and other liabilities of 
the monetary authorities 9.0 5.0 35.4 07 98 
Amortization payments . —20.7 —4.4 — 43.0 : . 
Gold and foreign exchange 
(— increase) ; 12.1 —9.4 —5.1 ide —21.9 
SDRs (— increase) _ — a 0.0 0.0 


SourCE: International Monetary Fund, Balance of Payments Yearbook, vols. 17 and 22. 


* Estimates. 


coffee (— 23 per cent) and cocoa (—30 per cent) 
due to the unfavourable international prices for 
both products and the fact that less coffee was 
exported owing to a poor harvest. Earnings 
from services increased moderately (5 per cent) 
after a period of stagnation in 1970; this 
improvement was due in part to an increase in 
the number of tourists. 

Imports of goods increased by 22 per cent, as 
against the increase of 27 per cent recorded for 
1970. In contrast, however, there was a more 
rapid increase than in 1970 of the amounts paid 
out in respect of services, particularly net 
foreign income. 

The deficit on the current account of the 1971 
balance of payments amounted to $154 million 
—about 35 per cent more than in 1970. Despite 
this, the balance of payments finally closed 
showing an increase of $12 million in inter- 
national reserves, an important factor in this 
increase being the continuing inflows of non- 
compensatory external financing, which were 
35 per cent larger than in 1970. 


TRINIDAD AND TOBAGO 
1. Recent economic trends 

Provisional estimates for 1971 indicate thai 
the gross domestic product at factor cos 
increased by about 6.9 per cent, compared with 
4.8 per cent in 1970. If these rates are deflatec 
by the retail price index—which rose by 
approximately 3.5 per cent—the real growth of 
the product would be about 3.3 per cent in 
1971 and 2.1 per cent in 1970. The main 
production sectors showed uneven growth. 
While manufacturing maintained its growth 
rate of the previous year, agriculture continued 
to stagnate, and there was a small decrease in 
mining, although not to the extent of the 
setback of 1970. Construction, however, again 
showed a significant increase (see table 132). 
The labour unrest which affected the economy 
in 1970 largely disappeared. 

According to the data available on the 
external sector, imports increased at a much 
faster rate than exports, and the trade deficit is 
estimated at 270 million Trinidad and Tobago 
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Table 132. Trinidad and Tobago: gross domestic product at factor cost by sector of economic activity 


Millions of Trinidad and Tobago 


Total 1,175.9 1,661.8 


SOURCE: Draft Third Five-Year Plan, 1969-1973, and ECLA 
estimates. 


dollars,°> so that the current account deficit of 
the balance of payments must have further 
deteriorated. 

Wages continued to rise in 1971, the increase 
between May 1970 and May 1971 being 6.6 per 
cent. The retail price index moved up by 2.7 per 
cent over the same period, so that there was 
improvement in real wages. In the second half 
of the year, however, prices rose sharply, and 
| the increase for the whole year was 5 per cent, 

compared with 3.5 per cent in 1970. 


2. Some economic policy measures 


In 1971, the Government maintained the 
principal economic measures that had been put 
into effect the year before with the object of 
reducing unemployment and increasing the 
degree of State control over the economy. 
Principles for the treatment of both new and 
existing investment from abroad were formu- 
lated in support of these measures. 

Although seasonal unemployment is still 
regarded as a major short-term problem, 
greater emphasis was placed on structural 
unemployment. In this regard, efforts were 
directed towards the use of technologies which 
are more compatible with the country’s 
requirements, and research was undertaken into 
new techniques for developing domestic 
resources and into the adaptation of foreign 


55 Up to November 1971, one United States dollar 
equalled 2 Trinidad and Tobago dollars. With the United 
States currency realignment, the exchange rate dropped to 
1.83 Trinidad and Tobago dollars. 


1,776.5 


Sector dollars at 1960 prices Percentage structure Annual growth rates 
1965 1970" 1971" 1965 1970-1971 1081970 1971 
Agriculture . - 105° eae 30.0 9.0 
t — ; . : ; : ‘ el. ‘ 
Extraction and refining of petroleum, yy oi a a 
asphalt and gas 284.1 350.6 349.0 24.2 pale 19.6 4 
: 349. : : A 3 —6.0 —0.5 
Manufacturing 179.2 313.8 333.0 py 18.9 18.7 11.9 Jal 6.1 
Construction ; 58.6 730 89.0 5.0 4.4 5.0 4.6 15.7 IAN | 
Commerce and transport 211.7 304.8 321.0 18.0 18.3 18.1 7.6 9.8 Se 
Public utilities 64.9 87.2 93.5 5.5 5,2 53 6.1 ie UP 
Government mY 118.6 188.2 218.0 10.1 bla Tse) pF! 9.7 8.8 15.8 
Ownership of dwellings 47.3 60.5 64.5 4.0 3.6 3.6 5.0 3.1 6.6 
Banking and finance 39.4 56.2 67.0 3.4 3.4 3.8 7.4 10.6 19.2 
Other services 66.6 98.5 tes. 5.6 5.9 6.3 8.1 10.7 1322 


100.0 100.0 


* Provisional figures. 


techniques to suit local conditions. In an 
attempt to solve the more immediate employ- 
ment problems, fiscal incentives were offered to 
industry and a multiple shift-work system is 
being promoted. 

The policy governing foreign enterprises 


Figure XXIV. Trinidad and Tobago, 1965-1971 
Semi-logarithmic scale 


EVOLUTION OF THE GROSS DOMESTIC 
PRODUCT AND INVESTMENT 
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seeks, among other objectives, to diversify the 
source of private investment and to accelerate 
the transfer of control and ownership of foreign- 
owned establishments in the country. The 
transfer of ownership to local shareholders 
which became evident in 1970 gained momen- 
tum in 1971, primarily in the case of some 
banks and manufacturing firms. Meanwhile, 
the Government extended its participation to 
certain types of enterprises with the declared 
intention of releasing its holdings to the private 
sector as circumstances permit. In 1971, the 
public sector acquired a meat processing plant, 
a packaging plant and an electronics assembly 
lant. 

E Within the context of this policy of seeking 
greater internal control over the economy, two 
important international banks have announced 
their intention of handing over the control of 
their local branches, and foreign-owned firms 
transacting insurance business are considering 
the possibility of following suit. 


3. The major sectors of production 
(a) Mining 

The decline in mining production (including 
petroleum refining) which has been evident 
since 1968 continued in 1971. The value added, 
which dropped by 6 per cent in 1970, fell by a 
further 0.5 per cent in 1971. Thus the mining 
sector’s contribution to the total gross product 
declined from 30 to 20 per cent between 1960 
and 1971. 

The production of both crude petroleum and 
petroleum products took a sharp downturn 
in 1971, falling by 7.6 and 6 per cent, re- 
spectively. This did not affect the value added 
to the same degree, however, since current 


prices (in which the gross domestic product 1 
expressed) remained firm and thus cushioned t 
some extent the decline in production. 
Output of crude petroleum dropped to 47. 
million barrels, but the prospects for increase 
production in the next few years are quit 
favourable. Although the land oil fields are sti 
shrinking in area, considerable reserves 0 
petroleum have been discovered off Trinidad’ 
east coast. These reserves began to be develope 
at the end of 1971 and the crude is of extremel 
high quality. Moreover, the discovery of natura 
gas reserves has attracted considerable foreig 
investment, and it is expected that productior 
of liquified gas will begin in the next two years. 
so that it would appear that the petroleum secto 
may once again become the prime mover of the 
economy. 


(b) Agriculture 
Despite consistent efforts to improve produc- 
tion, the agricultural sector continued t 
stagnate in 1971. The increase in value added is 
estimated at a little over 1 per cent at current 
prices, but this fails to reflect the contraction 1 
the volume of output of several important 
commodities, mainly for export. 

Available data up to September show a 1 
per cent drop in the production of sugar cane,, 
owing to cane fires and adverse weather) 
conditions. However, sugar output fell only 
slightly owing to the higher sucrose content (see 
table 133). Production of cocoa beans fell by 37’ 
per cent and that of citrus fruit by approxi-- 
mately one third. However, coffee production) 
increased by 60 per cent, principally because of’ 
improved methods of harvesting. Agricultural | 
production for the home market, which had! 


Table 133. Trinidad and Tobago: production of selected agricultural commodities 


1970 1971 

Commodities Unit 1968 1969 1970 January—  January— 

September September 
Sugar-cane Thousands of tons 2,430.5 2,444.9 2,972.0 2,569 2,312 
Cocoa beans. Thousands of pounds 13,452.1 8,770.9 13,475.0 11,424 7,202 
Coffee beans. Thousands of pounds 9,959.9 6,585.2 5,890.2 5,433 8,696 
Oranges Thousands of pounds 24,205.2 25,346.0 30,112.8 63,752 42,077° 
Grape fruit . Thousands of pounds 44,185.9  39,197.4 41,323.7 
Citrus fruit juice Thousands of gallons 2,125 1,450 am 1,316 Be 
Cattle slaughtered . Number 7,338 7,837 8,068 5,850 6,247° 
Calves slaughtered. Numiber 1,055 926 1,072 758 705° 
Beef : : Thousands of pounds 3,059.6 3,224.8 3,343.0 2,430 2,567.0° 
Pigs slaughtered Number 40,437 47,231 35,184 26,088 19.784° 
Pork , Thousands of pounds SAM il 6,127.1 4,614.3 3,468 PWS = 
Poultry Thousands of pounds 24,400.0 25,578.0  32,258.6 


ee eS ea a Ea eee 


Source: Ministry of Agriculture. 


“Crop year July/June; over 90 per cent is produced between 
January and June of any year. 


Sides ‘ Rs 
Figures taken from Citrus Growers Association returns. 


“ Returns for animals slaughtered at government controlled 
abattoirs. 
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creased in recent years, also declined in 1971. 
ile production of beef increased by 6 per 
ent up to September, and milk production 
ew still faster, pork production declined by 27 
er cent over the same period, although in the 


increased by about 21 per cent during 1971, 


1970 (15.7 per cent). 

In addition to the rapid increase in the 
private construction of dwellings, a new 
desulphurization plant was built in the oil 
refinery, and other projects included the 
construction of roads, hotels and schools. This 
ave rise to a considerable expansion of demand 
or building materials and other inputs, one of 
the most important effects being the increased 
demand for labour. 


(da) Manufacturing 

| Manufacturing production is estimated to 
| have increased by about 6 per cent in terms of 
current prices in 1971. The production of 
| building materials and the assembly of motor 
vehicles and electrical household appliances 
\i showed noteworthy increases of about 10 per 
cent, as did the production of beverages, 
textiles and clothing. The fertilizer industry 
suffered a severe setback, however, and there 
was also a slight contraction in the sugar 
industry, while the production of alcoholic 
|) beverages and vegetable oils remained fairly 

stable. 


(e) Other sectors 

_ The scanty increase in agricultural produc- 
tion and the slight drop in mining were counter- 
balanced by increased activity in the services 
sector, particularly in government services 
(which accounted for over 12 per cent of the 
total gross domestic product), financing, and 
tourism, which has acquired increasing signifi- 
cance in recent years since government ¢co- 
nomic policy has begun to attach more 
importance to it. 


4. The external sector 

In 1971, as in previous years, imports 
continued to rise faster than exports. Available 
data up to October show increases of 23 and 8 
per cent, respectively. On the basis of these data 
it is estimated that for the full year imports 
amounted to 1,300 million Trinidad and 
Tobago dollars and exports to about 1,030 
million (see table 134). 

This situation is mainly attributable to the 
drop in the domestic production of crude 
petroleum, which makes it necessary to import 
a larger proportion of crude to supply the 
domestic petroleum products industry, which 
operates on the basis of over 60 per cent of 
imported crude. 

Even if the imports of crude petroleum and 
exports of petroleum products, which are 
effected under a Processing Agreement, are 
excluded from total imports and exports, there 
was still a sizable deficit on merchandise 
account estimated at over 230 million Trinidad 
and Tobago dollars in 1971. This deficit was 
due not only to the smaller volume of agricul- 
tural exports but also to the rise in imports as 
4 result of the bigger demand for machinery and 
equipment from the petroleum and construc- 
tion sectors. Imports of food and beverages 
also increased significantly. 

With the large trade deficit at the end of 1971, 


Table 134. Trinidad and Tobago: total trade and petroleum trade under processing agreement 
(Millions of Trinidad and Tobago dollars) 


1971 (Estimates) . 


Source: Overseas Trade Report (annual and monthly issues). The figures a 


220 


Imports Exports 
Petroleum, Petroleum, AG 
Year under Other under ther 
Total processing imports eet! processing imports 
agreement agreement 
1968 856.5 456.4 400.1 945.7 447.6 498.1 
1969 . 968.5 486.5 422.0 950.3 446.9 503.4 
1970 1,087.0 521.8 565.2 963.1 De ae 
January_October) 1,086 514.0. | 3750 869.0 469. 10. 
Breit nee 1,305 606.0 699.0 1,034.0 563.0 471.0 


re not comparable with balance-of-payments figures. 


the current account position must have further the other CARIFTA countries, particular! 
deteriorated, but the increased deficit was Jamaica and Barbados. This trade consi 
probably offset by larger capital inflows, mainly of sales of petroleum products and lig 
particularly in the petroleum sector (see table manufactures, and purchases of light manufa 
5); tures and foodstuffs (see table 136). 


Although in recent years no clearly defined  Peirety x 
changes are to be observed as regards the role of 4 
trade with the United Kingdom and the United if 1. Recent economic tr EnGsS 
States, which continue to be important markets, Provisional figures for 1971 indicate t 
there has been a gradual increase in trade with Uruguay’s gross domestic product declined b 


Table 135. Trinidad and Tobago: balance of payments 
(Millions of Trinidad and Tobago dollars) 


1965 1969° 19707 1971” 


Current account 
Goods and services 


Exports f.0.b.° ; F 3 we WAS 1,001.9 1,004.1 1,034 
Imports c.i.f.4 . , : ps1 6.9 962.8 1,081.9 1,305 
Balance on visible trade : . —106.4 39.1 —77.8 —271 
Services ; ‘ ; . 
Transport ‘ ; : : z 57.8 56.5 76.4 
Foreign travel : ; , ; 0.2 16.3 —2.6 
Investment income F é . —103.3 — 167.8 —151.1 
Other. : : ; : : 8.5 —25.4 —28.4 
Balance on services 4 : . —36.8 — 120.4 — 105.7 
Balance on goods and services . —143.2 —81.3 — 183.5 
Transfer payments t j 3 : 2S —2.1 —3.8 
Private : : ; : ; 0.6 4.2 4.7 
Official s ? : : , 20.7 —6.5 —8.5 
Capital account 
Net capital inflows P : : Por 923 71.7 P39 
Private sector ; > ; : 102.0 76.0° 150.0 
Public sector : : 4 ‘ 17.3 —43 —18.1 
Net errors and omissions ‘ : ; of ee 25a, 
Surplus or deficit ; : . : 713 ig ey! 291 
Financing of the deficit 
Net movements of foreign exchange 
reserves (increase —) . f : 73 1 BAT 


Source: balance of payments, 1956-1966; balance of payments, latest estimates, 1969 and 1970 (unpublished). 

* Provisional figures. 

> Estimates. 

° Adjustments in exports comprise addition of coverage adjustment and valuation and subtraction of 
ships’ stores and bunkers. 

* Adjustments in imports comprise addition of coverage adjustment and subtraction of freight paid to 
national flag carriers, 

* Residual estimate; includes net errors and omissions. 


Table 136. Trinidad and Tobago: trade with other CARIFTA countries 
(Millions of Trinidad and Tobago dollars) 
eT 


Imports Exports 
January—August January—August 
1968 1969 1970 1968 1969 1970. ——________ 
1970 197] 1970 1971 
Totcinas . : «| 6.0 23.2 26.0 18.3 17D 58.8 78.1 93.3 9:7, 69.8 
Jamaica. : Pe 2. 6.1 9.1 Sy 6.3 SH 10.0 11.6 7.6 11.6 
Guyana. ; ; te9:8 IN 11.5 ou 8.0 23.6 30.0 32.6 PAG 2235 
Barbados : : fag 153 2.0 Ze) 5 22. 9.6 1305 Ws 10.9 11.6 
ECCM . : : H.2.2 4.1 2.8 IES 13 20.0 24.5 36.9 17.3 2215 


SOURCE: Overseas Trade Report (annual and monthly issues). 
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0.6 per cent as a result of poor performances by 
the country’s various productive activities, 
especially agriculture and stock-raising (—0.2 

er cent) and manufacturing (—2.1 per cent). 

he services sector also showed a decline 
/ (commerce and finance, government services, 
transport and communications all turned in 
lower figures). The construction industry 
stagnated, and only electricity, gas and water 
supply recorded a reasonable rate of growth 
over the year before (see table 137). 

On the whole, the performance of the external 
sector was one of the main depressive factors of 
the economy. Exports of goods and services 
declined by approximately 14 per cent, and this, 
together with the drop of 5.4 per cent in 
domestic gross fixed investment, was one of the 
determining factors in the contraction of over- 
all demand. Imports of goods and services also 
fell (by 11.1 per cent), partly as a result of the 
restrictions imposed (see table 138). 


Figure XXV. Uruguay, 1965-1971 
Natural scale 


(a) GROWTH OF THE GROSS DOMESTIC 
PRODUCT AND INVESTMENT 
HE Gross domestic product 


Annual growth rates ZA Gross domestic investment 


1965 66 67 68 69 70 7I 


(b) EXTERNAL SECTOR TRENDS 
Millions of dollars Index : 1960 = 100 
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Domestic consumer prices rose by 36 per cent 
during the year, and the central government 
budget deficit amounted to 30 per cent of its 
expenditure. Lastly, the international reserves 
fell by about $30 million and the foreign trade 
balance was negative. 


2. Major sectors of activity 
(a) Agriculture 

According to provisional figures, the agri- 
cultural product is estimated to have decreased 
by 0.2 per cent. This was due primarily to 
adverse weather conditions. The persistent 
rainfall during the first half of the year was 
detrimental to the preparation of the soil for 
winter crops and the normal development of 
pastures. In the second half of the year the 
temperatures were milder and the rainfall 
diminished, bringing about some improvement 
in the winter crops, but the overall result was 
that there were decreases in the slaughtering 
of cattle (—1.5 per cent), sheep (— 6.4 per cent) 
and pigs (—0.7 per cent), while production of 
milk dropped by 7.5 per cent and that of wool 
by 1.6 per cent. In crop farming, which mainly 
covers cereals, oilseeds, beets and potatoes, the 
level of output was lower than in 1970, largely 
because of decreases in the output of wheat, 
linseed, rice and sunflower seed. 

The 1970-1971 wool clip amounted to 
78.397 tons, which was slightly less than the 
previous year. Domestic marketing of this 
commodity was accompanied by successive 
price increases. Towards the end of September 
the Government adopted various measures to 
stimulate exports of wool, such as a reduction 
in the official base values, the suspension of 
taxes and the establishment of a special rate 
of exchange. The volume of exports was the 
same as in 1970, but world prices declined. 

In spite of adverse weather conditions, the 
output of beef was slightly above the volume 
produced in 1970. It would appear, however, 
that the marketing of this commodity was 
affected by contraband trading encouraged by 
the high prices per kilo for live cattle in Buenos 
Aires (equivalent to 150 Uruguayan pesos) and 
Rio Grande do Sul (155 pesos), compared 
with only 110 pesos in Montevideo. 

In crop farming, the 3.7 per cent decrease 
in the wheat crop may be ascribed to a lower 
yield per hectare, as there was a slight increase 
in the area sown. The production of linseed 
dropped by 48.4 per cent, owing partly to a 
reduction in the cultivated area, but mainly 
to a sharp drop (approximately 37 per cent) in 
the yield per hectare. The fall of 14.1 per cent 
in rice output was entirely due to the reduction 


in the area sown, since yields rose slightly. 
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Millions of pesos 
at 1960 prices 


Table 137. Uruguay: gross domestic product at factor cost, by sector of economic activity 


Percentage structure Annual growth rates 


Sector 


1965— 2 
1965 1970 1971? 1965 1970 197]* 1970 1970 1971 
Agriculture » 2,822 2,930 2,924 23 20.7 20.4 0.8 3.0 —2.0 
Mining 2,803 3,153 3,087 By ae ars 34 gee 
Manufacturing 
Construction on 432 477 477 By3} 3.4 3.4 2.0 3.9 — 
Subtotal goods ; mO,05/4 6,560 6,488 45.8 46.0 45.7 1.6 3.9 —11 
Electricity, gas and water . SPRY? 289 308 1.8 2.0 22, 4.5 5.0 6.7 
Transport and communications . 974 1,012 994 7.4 ial 7.0 0.8 6.0 —1.8 
Subtotal basic services 200! 1,301 1,302 Dil (es 9.1 TES) 5.8 0.1 
Commerce and finance + 23736 2,979 2.961 20.7 21.0 20.9 ey 5.9 — 0.6 
Government . F : . 1,098 1,040 1,033 8.3 7.6 7.6 —1.1 4.4 —0.7 
Ownership of dwellings. eo 28 871 880 6.3 6.2 6.3 1.0 1.0 1.0 
Other services . 5 . 1,294 1,442 1,459 9.8 10.3 10.4 2p? 4.3 1:2 
Subtotal other services ORI) Mibssy? ~ Gy ep) 45.1] 44.8 45.2 eZ 4.6 —-. 
Total .13,127 14,098 14,013 100.0 100.0 100.0 14 4.5 —0.6 
Sources: 1965-1970: ECLA, on the basis of data supplied by the Note: owing to the general practice of calculating the individual | 
Central Bank of Uruguay; 1971: ECLA estimates based on pro- _ activities and the total independently, the sum of the former does 


visional data from the same source. 


not necessarily correspond exactly to the latter. } 


| 


® Preliminary figures. 


Table 138. Uruguay: total supply and demand 


Millions of pesos at 1960 prices 


Percentage structure Annual growth rates 


1965 1970 1971" 1965 1970 19714 a 1970 1971" 
| 
Total supply . 15,998.9 18,196.7 17,776.9 112.8 119.4 117.4 2.6 Roe 53) 
Gross domestic product. 14,184.5 15,233.8 15,142.4 ~ 100.0 100.0 - 100.0 ~ “4 4.5 —0.6 
Imports 1,814.4 2,962.9 2,634.5 12.8 19.4 17.4 9.9 17.02 — tar 
Total demand 15,998.9 18,196.7 17,726.0 112.8 119.4 117.4 2.6 6.4 —3.7 
Exports SHAN erie e, © PART) 207 18.2 15.8 —1.3 —8.2 —13.9 
Gross domestic investment 1,496.2 2,331.0 2,217.6 10.5 By. 14.6 9.3 2.9 —49 
Gross fixed investment 1,566.7 2,344.2 2,217.6 11.0 15.4 14.6 8.4 2.0 —5.4 
Construction 927.9 oe ee 6.5 aye “as oa 
Machinery and 
equipment 638.8 cae Bs 4.5 a ee wae aoe <i 
Total consumption 11,431.0 13,090.5 13,168.3 80.6 85.9 87.0 es 10.7 0.6 
General government . 1,446.4 1,705.1 TSS 10.2 Li Ley 3.3 est 4.0 
Private 9,984.6 11,385.4 11,395.0 70.4 74.7 75.3 2.4 10.5 0.1 


Sources: 1965-1970: ECLA, on the basis of data supplied by the 
Central Bank of Uruguay; 1971: ECLA estimates based on pro- 
visional data from the same source. 

Note: the figures for exports and imports of goods and services 


The same observation is applicable to the 
decrease of nearly 25 per cent in the production 
of sunflower seed. Thus, as far as the main 
crops are concerned, the only increases (due to 
substantially higher yields) were in oats 
(about 31 per cent) and maize (about 19 per 
cent); in the case of maize this increase was 
more than enough to offset a slight reduction 
in the area under cultivation (see table 139). 


were taken from the balance-of-payments tables in dollars at current 
prices, converted to constant 1960 values by deflating the figures by 
price indexes which were calculated by ECLA for the purpose. 

* Provisional figures. 


(b) Manufacturing 

On the basis of provisional and incomplete 
data manufacturing output is estimated to have 
decreased in volume by 2.1 per cent compared 
with the 1970 figures (see table 140). 
_In the food industry, the very severe reduc- 
tion in the number of beef cattle entering the 
meat packing establishments resulted in a 
decline in slaughtering, up to the end of 
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Table 139. Uruguay: area sown, production and yi i i 
; ; yields of main agricultural crops 
(Area in thousands of hectares; production in thousands of tons; yields in ea i ln capita) 


Percentage Percentage 
variations variations 
7 between : betwe 
1969-1970 ee pone gl tothe ar . 
and and 
1968-1969 1969-1970 
Wheat 
Area sown . 3 : ; 336.3 — 37.2 336.7 0.1 
Production. =... 403.2 214.2 388.3 a39, 
RCIA eee iets ane ane A eels 36.6 1,153 er 
Oats 
Area sown . ; : . 74.8 —16.2 83.0 10.9 
Production . : , ‘ 59.7 — 18.3 78.0 30.7 
Yield . : : : 4 799 —2.6 941 17.8 
Linseed 
Area sown . . : : 112.0 Bilal 91.6 —18.2 
Production . ; : : 81.2 43.9 41.9 —48.4 
Yield . j 2 Y f q25 4.9 458 — 36.8 
Maize 
Area sown . ‘ ‘ , 182.8 4.0 180.2 —1.4 
Production . : : : 139.2 8.1 166.0 19.3 
Yield . , : : F 762 4.0 921 20.9 
Rice 
Area sown . A ; : SIRS) 9.2 31.4 -—17.1 
Production . : : : 142.3 5.8 PLD —-14.1 
Yield . : : : : 3,796 —3.1 3,889 2.4 
Sunflower seed 
Area sown . ‘ 3 d 97.1 7.0 WAS —26.4 
Production . ; y : 64.9 3.8 48.8 —24.8 


Yield . : : : : 669 —2.9 682 1:9 
ee Sa a a eS SS Se 


Source: Directorate of Agronomy of the Ministry of Agriculture and Stock-raising. 
4 Second estimate of area sown and first estimate of production. 


Table 140. Uruguay: index of manufacturing production 
(Index 1961 = 100) 


- Percentage 

ISIC Groups 1965 1970 1971 variation 

in 1971 
20 Foodstuffs . : ‘ : ; 115.7 136.8 Di he) 11.2 
21 Beverages . E ; : 100.0 Waar 155.4 1.4 
22 Tobacco : : : : , 119.0 132 Lois 14.0 
23 Textiles ; ; : : 3 112.8 91.9 84.4 —8.2 
24 Footwear and clothing . ; : 128.0 114.3 107.9 —5.6 
25 Wood . : : ? : : 71.9 ss ie — 
26 Furniture. ‘ ; ; é 91.4 ca ats — 
27 Paper and paper products : ‘ 148.5 iM P2 198.5 15:3 
28 Printing and publishing . : 3 101.6 113.7 106.4 —6.4 
29 Leather é : : : : 119.6 ae a — 
30 Rubber L ; ; : : 67.6 76.8 69.8 —9.1 
31 Chemicals . ; ; - é 94.5 122.6 134.9 10.0 
32 Petroleum and coal products . ; 118.4 114.7 116.9 4) 
33 Non-metallic minerals . : ; 102.0 150.2 158.9 5.8 
34 Basic metals industries . : ; 95.7 a0 Bee — 
35 Metal products . ‘ : ; 110.9 2s 74.4 2.6 
36 Machinery other than electrical 4 88.2 aa re a 
37 Electrical machinery. ‘ : 82.9 58.6 63.0 1S 
38 Transportequipment . : : 106.3 ef. a — 
39 Miscellaneous 3 : : ; 82.9 aa a = 
Total 3 d : ; : . 106.2 118.3 115.8 —2.1 


Source; Central Bank of Uruguay. 
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September 1971, of about 30 per cent with 
respect to the same period in 1970. This trend 
was influenced by the maintenance of prices 
which producers did not consider remunerative. 
The upswing of 48 per cent in sheep slaughter- 
ing for export failed to offset the decrease in 
beef. The production of flour was affected by 
the closing down of an important establishment 
at the end of 1970. The remaining mills have 
therefore had to cope with increased demand 
and have expanded their operations ac- 
cordingly, without however attaining the 
level of output reached the previous year. 
Concurrently, milled rice production rose in 
response to the stimulus of external demand. 
As regards sugar processing, the depletion of 
domestic stocks of sugar beet and sugar cane 
brought down production, although the normal 
domestic supply was unaffected. The edible 
oil industry suffered a similar setback owing 
to the early depletion of locally produced 
sunflower seed, so that additional quantities 
of unrefined oil and seeds had to be imported. 
In the beverage industry, there was an increase 
of close to 10 per cent, in the volume of wine 
produced, but a fall in the production of beer. 

The production of made-up clothing de- 
clined, as did the output of footwear (due to 
the semi-cessation of cattle slaughtering, which 
also accounts for the drop in the volume of 
output of tanneries compared with the 1970 
figures). 

The decline in the production of rubber is 
partly attributable to the prolonged strike in 
the main rubber-processing enterprise. In 
contrast, there was continued growth in the 
chemical industry, particularly in the branches 
producing drugs and veterinary products and 
in the making-up of fertilizers. 

In the growth of the construction inputs 
industry the most favourable results were in 
the production of glass and ceramic products. 

Production in the metal manufactures branch 
was still below the 1970 level, although there 
were some signs of recovery in the output of 
metal containers and castings, a certain 
proportion of which are exported to Argentina. 
The production of transport equipment was 
also less than in 1970. Output of electrical 
appliances increased in response to demand 
from the home market (especially for re- 
frigerators), and abroad (amplifiers and mer- 
cury light fittings for the LAFTA area). A 
similar situation arose in the plastics industry, 
particularly in lines where plastics are used as a 
substitute for other materials. 


(c) Basic services 
Generally speaking, the transport sector 


maintained the previous year’s levels off 
activity in both passenger (urban and inter 

departmental) and freight transport, except inf 
the case of rail transport, where statistics shov 
a reduction in both passengers and freight, thes 
latter being influenced by the decrease in thes 
transport of livestock. The growth of com-1 
munications may be ascribed to the telephoned 
sector, since the telegraph side declined. 
Lastly, electricity, gas and water, and sanitary) 
services in general showed increases over the# 
1970 figures. 


3. Financial and monetary trends 

In 1971 the central government accounts; 
reflected a deficit of 43,733 million pesos, 
which is equivalent to 29.9 per cent of total] 
expenditure in that year. This deficit was more 
than four times that of the previous year. 
The deficit is mainly attributable to the 
Operational and Subsidy Fund, whose ex-: 
penditure exceeded its income by 38,829) 
million pesos, compared with a deficit of only) 
2,946 million pesos in 1970, on account of the? 
substantial increase under the heading of} 
wages and salaries and social security benefits; 
due to the considerable growth of government: 
contributions to the social security system, , 
which nearly trebled the total 1970 payments. , 

The position with regard to the National! 
Investment Fund was quite different, the: 
deficit being much smaller than in the previous ; 
year (4,904 million pesos as against 7,650! 
million in 1970). Total payments at current. 
prices under the heading of investment of’ 
internal and external resources were 9.2 per 
cent lower than the year before, despite the 
fact that the Fund’s current income grew by 
40.5 per cent. This trend reflects an attempt 
to stabilize the overall central government 
position, priority being assigned to items of’ 
current expenditure that cannot be deferred. 

Net external financing for public works 
dropped sharply from 1,113 million pesos in_ 
1970 to 873 million in 1971; the relative 
importance of financing based on domestic 
credit therefore increased. 

The structure of the financing used to cover. 
the Treasury deficit was somewhat different 
from the previous year, since there was a 
decline in the funds supplied under long- and 
medium-term financial instruments, such as 
Treasury bonds and foreign loans, and a sizable 
increase in short-term financing, such as the 
sale of Treasury bills. There was also a sub- 
stantial increase in the credit extended to the 
central government by the Banco Central/ 
Banco de la Republica system. 

The most important measures adopted in 
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the banking, credit and monetary fields in- 
cluded the opening of new rediscounting lines, 
the elimination of additional cash reserves, 
and the obligation to use cash reserve deposits 
for the purchase of special Treasury bills up to 
a minimum of 10 per cent of the total. 

Total means of payment grew by about 
56 per cent during the year, which in view of 
the level of activity recorded at current prices, 
meant an increase in the overall liquidity of 
the economy at 31 December 1971. Demand 
deposits increased more rapidly than issues 
1(77.6 and 48.3 per cent, respectively). The 
credit extended to the central government by 
| the Central Bank accounts for much of the 
| a. in the money in circulation (see table 


4. Prices and wages 

The wholesale and consumer price indexes 
} increased by 39.9 and 35.7 per cent, respectively, 
| between December 1970 and December 1971, 
| far exceeding the rates recorded in the two 
{ previous years; moreover, in the last quarter 
of 1971 prices rose more rapidly than in the 
first nine months. 

Among the various factors responsible for 
this rising trend were, in the first place, those 
operating on the cost side, such as the wage 
increase granted at the end of 1970 which 
brought pressure to bear on prices at the 
beginning of 1971, and the further increase 
) of 27.2 per cent granted in October to the 
| private sector. Secondly, some agricultural 
commodities were in short supply on the 
domestic market for reasons already mentioned 
earlier, and certain diseases such as swine 
fever and Newcastle disease led to losses among 
pigs and poultry, respectively, thus aggravating 
the shortage of meat. 

As regards wholesale prices, the biggest rise 
(61.6 per cent) was in agricultural products, 
prices of which increased almost twice as much 
as those of manufactured goods (31 9 per cent). 
Except in the case of milk, the wholesale 


price of which showed a relatively modest 
increase (12.3 per cent), the prices of livestock 
products soared, in some cases by over 100 
per cent (for example, 185.7 per cent for eggs 
and 126.5 per cent for poultry). In view of the 
inadequate supply of beef cattle, the Govern- 
ment took steps to regulate the supply and 
export position. Thus in December with- 
holdings were eliminated, changes were in- 
troduced in the exchange system for exports, 
with the establishment of a premium of 120 
pesos per dollar, and wholesale and consumer 
prices of beef were adjusted. Finally, by the end 
of the year, beef prices had risen by 91.7 per cent 
over the previous year’s levels. 

The price of wool went up 92.5 per cent, 
most of this increase (68.1 per cent) occurring 
in the last quarter as a result of the regulations 
laid down in September for sales of the new 
wool clip (suspensions of the 14 per cent tax 
on wool exports, changes in the official base 
values in response to the decline in external 
prices, a reduction in withholdings and the 
establishment of a premium of 120 pesos per 
dollar applicable to 50 per cent of total 
export earnings). 

The increases in crop-farming products were 
more modest (30.2 per cent) and were linked 
with the shortage of supply of several com- 
modities owing to the reduction in the 
cultivated area or the drop in yields. 

The biggest increases in the consumer price 
index were in foodstuffs, particularly the 
most important items in the family budget 
(meat, fruit, pulses, vegetables, milk, etc.). 

The average wage adjustment was 34.1 per 
cent. Workers in the private sector (including 
rural workers) received an increase Ole 2-2 
per cent in October, there were also improve- 
ments in social security benefits and additional 
increases for wage-earners in certain industries 
(construction and clothing). Workers in the 
public sector were given a general increase as 
from 1 January and a loan of 4,500 pesos a 
month from | July onwards. By December 


Table 141. Uruguay: means of payment 
(Thousands of millions of pesos) 


i ee 


Variation in 1971 


End of End of 


Total means of payment 


Source: Central Bank of Uruguay. 


1970 1971 Absolute Bevecniene 
values 
Central Bank issues . : ; ; ‘ 65.1 96.3 Be2 47.9 
Demand deposits of private non-banking sector PAIR, 37.3 16.3 77.6 
Banking system balance 3 : —8.2 —11.9 —3.7 45.1 
Tf} L217 43.8 56.2 


i 
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real wages had deteriorated by 1.1 per cent in 
relation to the corresponding month of 1970. 
This average reflects a 3.4 per cent deteriora- 
tion in private sector wages and an improve- 
ment of 1.8 per cent for the public sector. 


5. The external sector 


The balance of payments continues to show 
marked instability, which it has not been 
possible to remedy owing to external and 
internal rigidities. Despite the efforts of the 
monetary authorities to improve their net 
external position, the balance of payments 
showed a deficit in 1970 and 1971 and inter- 
national reserves further deteriorated (see 
table 142). The measures to contain and 
reduce inflation included, in particular, the 
adoption of inflexible exchange policies in an 
effort to ease the pressure on prices. Beef and 
wool are not only the main export com- 
modities, but also occupy an important place 


Table 142. Uruguay: Balance of payments 


| 


3 


among the goods consumed locally. Thus, 
any variation in the exchange rate affects thes 
domestic prices of these items, together with 
the prices of imports of raw materials andj 
intermediates required by industry. There was§ 
therefore a trend towards over-valuation o 
the peso, which gave rise to difficulties in 
connexion with exports and the inflow of 
non-compensatory capital. 

The balance of payments deficit finally) 
amounted to some $30 million in 1971 (a 
similar figure to that recorded in 1970), and the 
necessary compensatory financing meant an} 
increase in the monetary authorities’ liabilities } 
and the use of international reserves, including? 
SDRs, in both years. . 

As regards foreign trade, provisional figures } 
show a deficit of over $20 million, due mainly’ 
to the drop in exports. 

Meat was once again the main export item. 
Although sales abroad were 40 per cent below | 


| 


| 


(Millions of dollars) 
1960 1965 1969 1970 1971? 
Current account 
Exports of goods and services . 171.2 PINS 262.3 280.5 25212 
Goods f.o.b. 129.4 196.3 200.3 224.1 iE 
Services : : ; 41.8 56.2 62.0 56.4 56.5 
Imports of goods and services . 239.8 168.3 243.8 287.7 274.6 
Goods f.o.b. 187.9 123.1 170.2 196.7 189.2 
Services ; : a, S19 45.2 73.6 91.0 85.4 
Net external investment income — 6.6 —15.4 =25:2 — 24.7 — 24.2 
Net private transfer payments 20s —0.6 —0.4 4-4 —0.5 
Balance on current account . —75.5 68.2 —7.1 — 33.3 —47.1 
Capital account 
Net external financing (a+b+c+d+e) 13:5 — 68.2 7.1 Bers 47.1 
(a) Net external non-compensatory 
capital 2 2 5e7, —1.5 58.2 i162 
Direct investment ; 5.8 a ie sg 
Long- and medium-term loans 11.9 ie 31.4 40.0 
Amortization payments —5.5 — 24.0 —15.7 =18.3 
Short-term liabilities 12.4 7.0 35:01 = 13h 8.7 
Official transfer payments : Het 3.8 des 6.6 
(b) Domestic non-compensatory capital 
or assets 0.4 —0.5 —14.7 16.8 
(c) Errors and omissions ies) — 80.4 — 23.0 371.6 
(d) Allocation of SDRs ; — a sas 9.2 7.4 
(e) Net compensatory movements (in- 
crease—) . ; : . e219 14.2 —13.4 PANG] 31.0 
Balance-of-payments loans, trade 
arrears, deferred payments, IMF 
position and other liabilities of 
the monetary authorities . 32 58.0 40.8 
Amortization payments —0.5 —47.5 = nat 12.0 22.0 
Movements of gold and foreign 
exchange reserves (increase —). —3.7 hy) —17.2 17.8 9.0 
SDRs Be cae 2S, == (et tied 


Source: IMF, Balance of Payments Yearbook, vols. 17 and 22. 


* Estimates. 
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he volume recorded in 1970, export earnings 
Il by only 20 per cent, thanks to the increase 
n world prices. In contrast, although exports 
f greasy wool increased slightly in volume, 
xport earnings were down owing to a drop of 
early 10 per cent in international prices. 
ith the decline in cattle slaughtering, the 
alue of exports under the heading of hides and 
igs’ bristles fell by 12 per cent. 

Wheat exports to Brazil took a sharp upturn, 

nd sales of hulled rice were excellent, regaining 
he levels recorded in the years before 1970. 
here was a significant decrease in exportable 
urpluses of linseed, mainly owing to the poor 
arvest, however, and a drop in sales of dairy 
roducts. 
The rest of Uruguay’s exports also declined. 
hile sales of chemical products and woollen, 
otton and synthetic yarns showed increases, 
ese were more than counteracted by the 
rop in exports of suitings of wool and other 
bres and non-traditional items. 

The value of imports dropped by about 
per cent compared with 1970 as a result of the 
olicy of reducing duty-free quotas, temporarily 
‘uspending imports of capital goods, and 
tting limits on external financing, and the 
Jecrease was even more pronounced because 
f the increased proportion of imports that had 
to be paid for on consignment. There was a 
particular increase in imports of parts for 
assembly industries and of electrical supplies 


Table 143. Venezuela 


and equipment in connexion with the national 
telephone plan. In contrast, imports of raw 
materials and capital goods declined. 


VENEZUELA 
1. Recent economic trends 


The increased financial resources made avail- 
able by the rise in prices of hydrocarbons from 
March onwards led to a substantial improve- 
ment in the balance of payments and a spectacu- 
lar inflow of tax revenue, as well as tending to 
boost domestic demand. These events do not 
appear to have been fully reflected in the 
production of goods however. Thus, the gross 
domestic product grew by 5.3 per cent in real 
terms, which is slightly higher than the rate of 
4.6 per cent for 1970 and is better than the 
average annual rate of 3.9 per cent for the 
period 1965-1970 (see table 143). 

The average increase of 33 per cent in the 
reference prices of petroleum and petroleum 
products led to a significant recovery in the 
terms of trade and, as a result, to an increase of 
some 10 per cent in gross income—almost twice 
as big as the increase in the product. This pro- 
vided a stimulus for the rapid growth of con- 
sumption and investment (see table 144). 

Government expenditure at current prices 
rose by over 16 per cent during 1971, and invest- 
ment expenditure showed a particularly marked 
increase. At the same time, however, there was 
an additional inflow of 1,930 million bolivares 


: total supply and demand 


Millions of bolivares at 1960 prices 


Percentage structure Annual growth rates 


Private . 50,63127 25,7152 » 27,480 


cial figures 


and services 
n dollars at 


1965 1970 19717 joose  oa9700 8e 1971" en 1970 19718 
Total supply . : Z Aas 22 SOMIS? 52,820 113.6 113.6 LISD) Bie) 4.2 Dee. 
Gross domestic product 36,547.8 44,174.7 46,520 100.0 100.0 100.0 3.9 4.6 5353) 
Imports? 4,974.7 6,025.2 6,300 13.6 13.6 13.5 4.4 155) 4.6 
Total demand 41,522.5 50,199.9 52,820 113.6 113.6 Jesh) 3.9 4.2 5a) 
Exports” . : : 9,926.8 11,086.5 10,550 22 25. ORG DD 3.1 —4.8 
Gross domestic invest- 
ment. , . 6,386.1 7,252.0 8,350 ily pS 16.4 17.9 2.6 —1.6 Sat 
Gross fixed invest- 
ment . 5,432.6 6,503.5 7,250 14.9 14.7 15.6 37) —4.0 eS) 
Public 1,616.8 2,310.8 2,650 4.4 52 sii 7.4 =—7.1 14.7 
Private 21815. 8t4o2.t 4,600 10.4 9.5 9.9 1.9 —2.2 9.7 
Construction . 3,657.0 Asi es 10.0 , 
Machinery and Ae 
equipment . 1,775.6 ret ies : sha 44 oe ak 
Total consumption 25,209.6 31,861.4 33,920 ee ia ie ~ rp e 
4577.9 6,145.9 6,440 12: 2 : : : : 
mama are 56.5 58.2 59.1 fis 04 i SRN G's 


ant values by deflation, 


current prices, which were converted to const 
he purpose. 


using price indexes calculated by ECLA for t 


@ Provisional figures. : 
> Goods and services, excluding factor payments. 
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Figure XXVI. Venezuela, 1965-1971 
Natural scale 
(a) GROWTH OF THE GROSS DOMESTIC 
PRODUCT AND INVESTMENT 
SMM Gross domestic product 
ZA. Gross domestic investment 


2 


Annual growth rates 


1965 66 67 68 69 70 7I 


(b) EXTERNAL SECTOR TRENDS 
Millions of dollars Index ; 1960 = 100 


3500 


3000 


SS 
EXPORTS OF GOODS 


2500 AND SERVICES 


r 
7 


IMPORTS OF GOODS 
AND SERVICES 


TERMS OF TRADE 80 


fo) 
= 
EXPORTS OF GOODS 


AND SERVICES 


1965 66 67 68 69 70 7! 


Table 144. Venezuela: growth rates of the gross domestic 
product and gross income 


Gross ae 
Year domestic : 

product ar 
1960-1965 . : A : : Th} 5.0 
1966 . : : : : : 23 2.4 
1967 . . ; 3 ; : 4.0 4.3 
1968 . : ; : ; { 53 55 
1969 . é : : : : Sel 1.7 
1970 . f : ; ; : 4.6 4.7 
1971°. , F 3 : é Deo 10.2 


Source: ECLA on the basis of official statistics. 
* Provisional figures. 


under the heading of taxes on the sale of 
hydrocarbons, and this extra revenue (due to 
increases in the rate of taxation and in the 
reference prices on the basis of which the taxes 
are levied) pushed up tax receipts by 18.3 per 
cent and finally gave a surplus of 445 million 
bolivares. 


There was also a notable increase in 
supply of money and credit in the priva 
sector. Money in circulation and time al 
savings deposits increased by over 20 per cen 
as did loans by financial institutions. 
volume of sales recorded in Caracas alsi 
increased at an equally rapid rate. The fore 
going figures indicate the extent of the increas 
in domestic demand. 

It is estimated that the domestic supply ck 
goods and services increased by about 8 per cen 
in real terms during 1971. Investment, primarill 
by the public sector, seems to have grown by 
particularly large amount. Consumption 
estimated to have expanded by 6.5 per cent 
in the private sector it grew by about 7 per cent 
(the same rate as in 1970), while general governt 
ment consumption expenditure rose by juss 
under 5 per cent at constant prices. . 

Total production of goods scarcely changee 
during the year, owing not only to the fall on 
4.3 per cent in the output of petroleum and op 
7.2 per cent in the product of the rest of tha 
mining sector, but also to the weak growth o 
4.1 per cent in agricultural production. Manu) 
facturing grew by 5.1 per cent, however, anc 
construction showed a significant recove 
(8 per cent) after the recession it had suffered 1 
the previous two years (see table 145). 

Basic services maintained the vigorous 
growth recorded in recent years, increasing by} 
about 9 per cent. The other services sectors grew 
by 8.5 per cent, commercial activity showing! 
particular dynamism. 

The failure of the domestic supply of goods 
to respond to the increase in demand did not 
give rise to an immoderate increase in domestic 
prices, thanks no doubt to the sharp increase 
(12 per cent) in imports of goods. Consumen 
prices in Caracas rose by 2.7 per cent (2.1 pen 
cent in 1970), but the wholesale price index 
rose by 3.6 per cent up to October—a muchr 
bigger rise than that for the same period in the 
previous year (1.4 per cent). This increase was: 
largely due to the rise in the prices of imported! 
goods, for prices of domestic goods rose by only; 
2.4 per cent. 

As regards external demand, although 
exports of petroleum and petroleum products: 
fell off in volume, their value rose by 20 per 
cent, representing an additional income of 
$490 million. This fact accounted for an 
increase of 18 per cent in the value of exports 
of goods and finally gave a balance of payments 
surplus of around $500 million, bringing the 
country’s international reserves up to $1,500 
million at the end of the year. 

The most important economic policy 
measures: introduced during the year were the 
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Table 145. Venezuela: gross domestic product at factor cost by sectors of economic activity 


Millions of bolivares at 1960 prices 


Percentage share Annual growth rate 


1965 1970 1971" ~~ 1965 = 970 ~~ 197s = 19-979 971" 
1970 
griculture 2,180 2,162 2,875 6.5 6.7 6% ggiaMitny a: Gs 4% 
eens 433 516 479 13 1.2 12 460 eT] 4272 
etroleum® . . «7,434 7,910 7,627 22.0 19.3 17.5 14 39 =43 
ufacturing 3877 4806 5,051 11.5 Lube bti6 was 1148 80. 5H 
onstruction 859 11032 9, 15 2.5 2.5 2.6 eee © 8.0 
Subtotal, goods . 14,783 17,086 ‘17,939 BE mivadivbinns39.5 Ce ee eH) 
ectricity, gas and water 682 1,198 1,312 2.0 2.9 2 oe, ft te 10 gas 
Transport and ; : 
communications. 1,188 1,620 LoS Sh) 3.9 t 
Subtotal, basic services | 1,870 2818 3,070 5.5 68 a rs 4 eo 
Eimette and finance . 4,507 5.537 6,035 13.4 13.4 13.9 4.2 6.5 9.0 
vernment. 2,869 3.696 4,003 8.5 8.9 9.2 5.2 0.4 ; 
ership of dwelling 2,380 2,960 3,206 Hel We. 7.4 4.5 4.6 8.3 
iscellaneous services (here 9,225 9,991 217 223 23.0 4.7 9.8 
es a cabethenservicesswi17,089q > 21618. 238295 56. tenia ev eeoe 4644 065 ohthes 
otal 34,014 41,112 43,291 100.0 100.0 100.0 79a Dpg et wae 


SourcE: 1965-1969, ECLA estimates based on official Central 

statistics; 1971, ECLA estimates based on the President of 
‘enezuela’s State of the Republic Message to Congress, March 1972. 
Note: owing to the general practice of calculating the individual 


ising of the rate of tax on hydrocarbons from 
2 to 60 per cent, and the fixing of higher refer- 
ce prices for crude petroleum, petroleum 
roducts and iron ore. In addition, a law was 


sive rights to exploit natural gas. 

The exchange rate structure of the bolivar 
was modified during the last days of the year. 
The exchange rate for sales to private individ- 
uals was reduced to a revalued rate of 4.40 
bolivares to the dollar instead of 4.50, a rate 
of 4.30 was fixed for the proceeds of exports 
of hydrocarbons and mining products, and a 
Irate of 4.385 was set for other transactions. 
The rate for the sale of foreign exchange to the 
Government and the commercial banks was 
also fixed at 4.385 bolivares to the dollar. 


2. Major sectors of activity 


The boom in the world demand for petroleum 
in 1970 gave grounds for expecting an equally 
dynamic trend in Venezuelan production during 
1971, or at least an increase equal to that of the 
previous year (slightly more than 3 per cent). 
This expectation was fulfilled up to April, but 
from then on production fell off, the end-year 
figures showing a drop of 4.3 per cent in the 
extraction of crude and a slightly smaller 
| decrease (3.6 per cent) in the output of petro- 


activities and the total independencies, the sum of the former does 
not necessarily correspond exactly to the latter. 

® Provisional. 

> Includes all activities connected with petroleum. 


leum products. However, a law passed in 
December to control and regulate petroleum 
companies’ output will allow extraction over 
the next few years to fluctuate around 3.7 mil- 
lion barrels per day, which was the 1970 level. 

In the rest of the mining sector, production 
figures were affected by the decline of 7 per cent 
in the output of iron, which was attributable 
both to the unfavourable demand conditions 
on the main external market and to the labour 
disputes affecting the Venezuelan steel industry. 

The agricultural sector is estimated to have 
expanded by just over 4 per cent in 1971, a lower 
rate than in recent years, owing to the low 
volume of crop-farming production, which 
necessitated an increase in imports of cereals 
and pulses to meet domestic requirements. 

The increase in crop-farming output in 1971 
was less than 3 per cent. Such important crops 
as rice and sesame showed decreases of about 
22 and 25 per cent, respectively, while the pro- 
duction of pulses, tubers and vegetables in 
general, as well as coffee and cocoa, grew only 
slightly. In contrast, there were increases in the 
output of maize (11 per cent), groundnuts 
(over 60 per cent), sugar cane (17 per cent) 
and cotton (6 per cent). 

The low crop-farming output was partly 
offset by the improvement in livestock produc- 
tion (4.8 per cent), but the production of 
poultry rose by only 3.6 per cent. Both fishing 
and forestry expanded by about 12 per cent. 
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In 1971 value added in manufacturing 
increased by 5.1 per cent compared with the 
average rate of 4.4 per cent recorded for the 
five-year period 1965-1970 and the rate of 
4.8 per cent in 1970. The increase would have 
been greater had it not been for the 3.6 per cent 
drop in petroleum refining. The main branches 
of production contributing to the increase were 
metal products (20 per cent), pulp and paper 
(9.1 per cent), and the food industry, which 
expanded by 6.5 per cent and accounts for a 
large share of total manufacturing output. In 
contrast, the production of steel fell by about 
2 per cent, as a result of a strike that lasted for 
three weeks. 


3. Petroleum policy 

In 1971 there was a marked improvement 
in the low prices for petroleum which had 
prevailed on the world market during the 
1960s. In the case of Venezuela, the resolutions 
adopted by the member countries of OPEC 
at its Caracas and Teheran meetings in late 
1970 and early 1971 resulted in an increase 
in government participation in the profits. 
Specifically, the sliding scales of taxes on 
petroleum companies’ sales, with a maximum 
tax rate of 52 per cent, were eliminated, and a 
flat rate of 60 per cent was established. More- 
over, in March 1971 new reference prices were 
fixed by law for petroleum, petroleum products 
and iron, to be applicable up to the end of 
1971. As a result of this measure, the average 
price of crude petroleum rose from 1.98 to 
2.58 dollars per barrel, and that of petroleum 
products from 1.97 to 2.81 dollars per barrel. 
An average i1«crease of around 33 per cent was 
thus sanctioned. 

New measures for the control of production, 
sales and investment were introduced towards 
the end of the year, within the framework of the 
policy of the member countries of OPEC. 
One such measure was provision for the imposi- 
tion of fines on companies whose output 
falls short of the 1970 level by more than 2 per 
cent or exceeds it by more than 6 per cent. 

Another measure adopted was the law on 
reversion passed in July, which allows the State 
to control, from that date, the goods and 
assets that are to revert to national ownership 
upon the expiry of the concessions granted to 
petroleum companies. Around 80 per cent of 
the concessions will expire between 1983 and 
1985. The law stipulates that the companies 
concerned must establish a special fund to 
guarantee that the assets in question are 
returned in optimum working order. A com- 
plementary law was also passed giving the 
Venezuelan Development Corporation exclu- 


sive exploitation rights for natural gas ar 
specifying that only natural gas extractes 
together with petroleum can be exploited on ag 
industrial scale. 

The increase in the tax rate on petroleur 
from 52 to 60 per cent, combined with th 
expansion of the tax base through the adjusi 
ment of the reference prices of hydrocarbons! 
produced an extraordinary rise of 63 per cent il 
fiscal revenue from this source, equivalent t} 
close on 1,800 million bolivares. Total centra: 
government income thus rose by 22 per cent 
except for receipts from indirect taxation 
which went up by 12 per cent, there was n 
great change in other sources of revenue com 
pared with 1970. It should be noted that revenu 
in respect of royalties on hydrocarbons did noy 
go up, owing to the drop in the output o 
petroleum. 

Government expenditure is estimated to hay) 
risen by 14 per cent; specifically, it is estimate¢ 
that current expenditure rose by less than 5 pes 
cent, while capital expenditure went up by 3} 
per cent, most of the increase being due te 
investment, capital transfers to the rest of thy 
public sector and, in particular, amortization 
payments on the public debt. A noteworthy 
item in the increased investment expenditure 
was the SO per cent rise in spending on building 
and construction, although, after the shary 
drop in 1970, this still did not equal the 1964 
level. 

The difference between fiscal revenue ancf 
expenditure in 1971 led to a sharp upswing in 
current savings (around 80 per cent), althougl 
these did not suffice to cover total capitaa 
expenditure. If the loans—mainly from domes3 
tic sources—used during the year are taken as 
extraordinary income, the end result is a surplus 
of around 340 million bolivares, which con 
trasts with the deficit of 43 million bolivare: 
recorded in 1970. 

Despite the very large resources whic 
became available to the government during the 
year, the public debt continued to grow rapidly 
(18 per cent) and is estimated to have reached ¢ 
level of some 6,500 million bolivares by the 
end of 1971, 57 per cent of which represents 
external debt. 


, 


A 


4. The external sector 

Thoughout the 1960s the value of exports 
fluctuated around $2,500 million, because 
of the persistant decline in export prices, which 
was only partly offset by the steady increase 
in the volume of exports. Between 1970 and 
1971, however, the value of exports rose from 
$2,660 to $3,147 million, i.e. by 18 per cent (see 
table 146). Practically the whole of this increase 
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Table 146. Venezuela: evolution of foreign trade 


4 1965 1966 


1967 


1968 1969 1970 1971 
. Millions of dollars 
xpo . : - 3 : 2,482.0 2,404.0 2,533.0 2,538.0 2,523.0 2,656.0 3,147.0 
“Petroleum and petroleum products 2,260.0 2,158.0 2,262.0 2.2940 2306.0 2,398.0 2,889.6 
Tron ore . 123.0 124.0 118.0 103.0 149.8 142.9 143.0 
mports 1,454.0 330.0 1,464.0 1,697.0 1,752.0 1,914.8 2,260.0 
Boris Indexes: 1960 = 100 
Value ; z ; ; 104 101 106 106 106 111 132 
Quantum. J 3 : F 121 119 125 125 128 133 125 
Unit value ; : : F 86 85 85 85 83 84 105 
Value ; i : : : 123 112 125 143 148 161 190 
Quantum. » ; ; ; 101 93 103 117 118 124 138 
Unit value , , 122 121 120 122 125 131 138 
erms of trade. > ; : 71 70 71 70 66 66 76 
Purchasing power of exports . 86 83 89 88 85 88 95 


$490 million) was accounted for by sales of 
petroleum and petroleum products, which 
ncreased by slightly more than 20 per cent. This 
ncrease in sales was due to the rise in the prices 
of these products, since the volume of exports 
ell by around 5 per cent compared with the 
previous year owing to the reorientation of 
yetroleum supplies which favoured the Middle 
ast and Iran at the expense of Venezuela, 
ibya and Algeria. 
| Exports of iron ore and cocoa stayed at 
froughly the same level as in recent years, while 
offee exports increased in volume by 38 per 
ent after the drop of the previous year but 
showed only a 25 per cent increase in value, 
Ibecause of the decline in international prices. 
he value of other exports, of which food 
Iproducts are the most important, fell in 1971 to 
Jaround $80 million from the figure of $90 mil- 
Hion (double the 1969 level) achieved in 1970 
through increased sales of sugar, rice, fruit, and 
manufactures such as cement, aluminium, pulp 
and paper, and paperboard. 
| Imports grew more slowly than exports (10 
per cent). The unit values of exports rose by 
slightly more than 5 per cent, and the import 


quantum increased by about the same amount 
as a result of the improved purchasing power. 
Thanks to the rise in export prices, the terms 
of trade improved by 15 per cent in 1971, after 
having steadily deteriorated since 1957. This 
situation facilitated the external supply of 
agricultural products, especially cereals and 
pulses, which are important items of consump- 
tion in Venezuela, where domestic production 
of them was insufficient. Imports of agricultural 
raw materials expanded rapidly also. 

The overall movements of exports and 
imports led to a SO per cent increase in the 
trade surplus. The resultant current account 
surplus, together with the inflow of capital, 
helped to give a balance-of-payment surplus of 
around $500 million. This substantially im- 
proved the country’s international reserves, 
which amounted to more than $1,500 million 
at the end of the year. Of this sum, $425 million 
corresponds to gold assets, $886 million to 
foreign exchange, $121 million to the country’s 
gold tranche in the IMF, and $90 million to 
allocations of Special Drawing Rights (see 
table 147). 
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Table 147. Venezuela: balance of payments for selected years, 1960-1971 
(Millions of dollars) 


a ne ee 
1960 1965 1969 1970 1971? 


Current account 


Exports of goods and services . 3 . 2,509.2 2,587.0 2,720.0 2,841.0 3,344.0 
Goods f.o.b. .. : é ; $2,383)910 2:482.0.6.2,523-0> §21656:0 993,147.0 
Services. 3 a °125:3 105.0 197.0 185.0 197.0 

Imports of goods and services . é 505.050 AN77T.0.) (2,1 73:0) 23 LEO wag 545.0 
Goods f.o.b. —.. : . ; . 1,145.4 1,354.0 1,624.0 1,780.0 1,994.0 
Services . : - 359:6 423.0 549.0 531.0 $51.0 

Net external investment i income . .—522.0 —705.0 —663.0 -—566.0 —680.0 

Net private transfer payments . : . —87.6 — 69.0 —91.0 —81.0 —93.0 

Balance on current account . : . 394.6 36.0 —207.0 —117.0 26.0 

Capital account 
Net external financing (a+b+c+d+e) .—394.6 — 36.0 207.0 117.0 — 26.0 
(a) Net external non-compensatory 
capital . : : : . — 333.2 113.0 354.0 232.0 
Direct investment : ; .— 126.0 —12.0 224.0 59.0 
Long- and medium-termloans . 17.6 101.0 154.0 169.0 
Amortization payments . .—212.9 —21.0 — 33.0 — 36.0 
Short-term liabilities . 7 . —12.0 46.0 15.0 45.0 441.0 
Official transfer payments . ‘ 0.1 —1.0 —6.0 —5.0 
(b) Domestic non-compensatory capital 
orassets . : : : . —18.1 —72.0 131.0 —72.0 
(c) Errors and omissions. ’ . — 353.9 —83.0 —262.0 5.0 
(d) Allocation SDRs . ; — — — 42.0 35.0 
(e) Net compensatory movements (in- 
crease —) . . 310.6 6.0 — 16.0 —90.0  —S02.0 


Balance- -of-payments loans, trade 
arrears, deferred payments, IMF 
position and other liabilities of 


the monetary authorities . . 300.4 32.0 
Amortization payments .—104.9 —15.0 5 oF S10 ae 
Movements of gold and foreign 
exchange reserves (increase —) . — 115.1 —11.0 —11.0 —12.0 —455.0 
SDRs ; ‘ , i — a — -—47.0 —43.0 


Source: IMF, Balance of Payments Yearbook, vols. 17 and 22. 
* Estimates. 
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